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ABSTRACT 
The Indian capital markets underwent substantial reforms during 
the 1990's. The regulatory framework strengthened under the 
Securities and Exchange Board of India (SEBI), clearing system 
improved with the setting up of the National Security Clearing 
corporation Ltd. (NSCCL) and National Security Depository Ltd. 
(NSDL) both in 1996 Market participants have become better 
institutionalized with the entry of Foreign Institutional Investors 
(FIIs) and Mutual funds (MFs). 
The financial sector in any economy serves as an indicator of what 
is going to happen and shows the vibrancy of what is in store. If 
we just take a cursory view at the trends shown in capital markets 
within the Indian economy we see the financial sector seems to be 
dragging alone for quite some time now. 
For years, the BSE has been the epicenter of commerce and trade. 
Apart from glory, the BSE has also had its share of controversies 
skeptics often allege that it is an archaic organization, a coterie of 
factions politicking among themselves at the risk of the country. 
Nevertheless, the fact remains that the BSE is a vital intermediarj'^ 
in the process of resource allocation whose importance cannot be 
shrugged off. Indications suggest that there is more in store at the 
BSE. The vision 2000 and the vision 2005 plan, suggest that the 
exchange has actually started looking into the future. The vision 
2005, is supposed to be a plan to place the BSE in a position cj" 
strength and service in the year 2005. 
India is the world's eight largest country with its populatioi. 
exceeding 900 million and in its size; the present infrastructure 
appears to be inadequate and will require massive increm.ental 
investment to sustain economic growth. In this context the 
1 "--^^-io-' 
government sought to embark on a liberalisation plan. Capital 
market is an effective and efficient mechanism for allocation of 
capital. Capital markets provide a forum for participation of all 
classes of investor, which include FIls, MFs, and retail investors. 
Capital markets is going to be the key driver for mobilizing 
investments. 
It is the most active stock market in the country accounting over 
70 percent of the listed capital in the country, while in terms of 
market capitalization its share is over 75 percent. The turnover on 
the Exchange accounts for nearly 1/3 of the total turnover in 
securities all over India. The BSE was modeled on the London 
Stock Exchange, which is an independent institution. It is located 
on Dalai Street, in down town, Mumbai. The board of directors of 
the exchange is composed of 19 directors. Nine elected member 
brokers (One third of them retire every year by rotation) five 
public representatives three nominees of the SEBI One nominee of 
the RBI and the executive director. The president, the vice-
president and the honorable treasures were elected from among 
member brokers. The executive director is a professional having 
been seconded from the State Bank of India and is responsible for 
day-to-day administration of the exchange. Public representatives 
is the apex body which regulates the Exchange and decides its 
polices. 
The Securities & Exchange Board of India (SEBI) 
SEBI was established on 12*^ April 1988 acquired statutory status 
on the 30*'' January 1992. The main objective of SEBI is to project 
the investors, regulate and promote the capital market by creating 
an environment that would facilitate mobilization to resources 
through efficient allocation and to generate confidence among the 
investors. It is responsible to regulate stock Exchange, other 
intermediaries who' may be associated with the stock market & the 
process of public companies raising capital by insuring 
instruments that will be traded on the capital market. 
Followings are the Strategic objectives of BSE. 
• To promote, develop & maintain a well-regulated market for 
dealing in securities. 
• To safeguard the interest of members and the investing 
public having dealings on the exchange. 
• To Promote industrial development in the country through 
efficient resource mobilization by way of investment in 
corporate securities. 
• To establish & promote honorable & just practices in 
securities transaction. 
Opportunities available for foreign investors: 
The government of India narrowly saved from a foreign currency 
reserve crisis in 1991, finally decided to open, up her capital 
markets to foreign investors. In Sept. 1992, the Government of 
India through SEBI, introduced the concept of Foreign 
Institutional investors, (FII). FIIs upon registration with the SEBI 
& Reserve Bank of India (RBI) are allowed to operate in Indian 
Stock Exchanges subject to the guidelines issued for the purpose 
by SEBI. 
FIIs are permitted to invest in: 
i) Securities in the primary & the secondary markets, 
including shares debentures warrants of companies listed 
or unlisted on a recognized stock exchange in India 
(Including OTC Exchange of India). 
ii) Specific Schemes floated by domestic mutual funds for 
institutional investors & such other securities as may be 
approved by the SEBI from time to time. 
One of the major achievements of the new economic reforms was 
that it provided a big boost to the inflow of foreign investment. 
An analysis of foreign investment flows for the period 1991-92 
and 1995-96 (Upto November, 95) reveals that the total investment 
flows of the order of US $ 11.744 billion were made, out of which 
direct investment accounted for US$ 3.694 billion i.e. 31.5 percent 
of total. As against it, portfolio investment accounted for US$ 
8.05 billion i.e. 68.5 percent of total. Direct foreign mvestment is 
less than one-third of total foreign investment and even of this, 
10.4 percent is contributed by NRI's. This implies that only 21.1 
percent (nearly one fifth of the total) is contributed by foreigners. 
The government's intentions to attract FDI are earnest but inflows 
are falling. One step forward, two steps backward. That's what 
India's FDI policy has been ever since after liberalization. The 
government will have to do a lot more than only open up the 
economy in letters and announce policies for foreign inflows. It 
will have to ensure that the staff, including officers at every level, 
will have to change their mindset and work for the creation of 
congenial environment where paper work is minimal and norms are 
clear. Making the working environment more investor friendly, 
liberalising policies and decentralizing the approval process. 
Establishing a single point interface between foreign investors, 
their by achieving single window clearance. 
Developments in the capital Markets: 
The role of stock exchange has acquired significance in 
mobilisation of savings and channelisation into productive 
investment only in 70s and 80s though market was subject to 
government control and regulations. In nineties, the capital 
markets, however, have emerged as an important source of capital 
mobilisation and witnessed considerable growth, following 
comprehensive set of reforms introduced in these areas as a part of 
financial sector reforms. 
The extent of growth in capital markets in India can be measured 
by the fact that as against an amount of about $6 billion equivalent 
mobilised during the 10 year period upto 1990-91 the amount 
mobilised during six years between 1991-92 to 1997-98 increased 
over eleven-fold to around $68 billion. In 1990 the pre-reform 
period, 75% of incremental financial saving went to banks 
approximately 25% to capital markets. In 1996 the banking sector 
received 47% of the household savings and the equity market 53%. 
Thus there has been a marked shift towards capital markets from 
the traditional banking system. 
Challenges facing the capital market : 
Some of the challenges faced by the capital markets in India, 
which needs to be adequately addressed to realise the vision of an 
efficient market system. It is a fairly known fact that the capital 
markets in India are going through a very subdued phase. The total 
number of public Issues that hit the market in the year 1998-99 
was 32, garnering about Rs. 7000 crore against 1343 issues 
aggregating over Rs. 13000 in the year 1994-95. Out of Rs. 7000 
core raised during 1998-99, nearly an amount of Rs. 6500 crore 
was accounted for debt issues by developmental financial 
Institutions; equity assurances aggregated a mere Rs. 500 crore. 
Its evident that equity offerings are no longer a favourite with 
Indian investors. Over the years there has been a paradigm shift 
towards fixed income securities and now, after the recent decision 
to make incomes from mutual funds tax free, most mutual fund 
schemes are also drawing overwhelming response. 
• The change in the investor psyche has, thus, been a result of the 
factors outlined above. In the primary equity market a major 
challenge currently is the revival of the depressed conditions of 
the market. The sluggishness of the primary equity market 
which is continuing for over two years is attributed to various 
factors including investors apathy which is mainly due to poor 
performance of large number of scrip's floated with a high 
premia during 1993-95 following freeing of the pricing. The 
matter was compounded by irregularities noticed in the pricing 
of some of the issue, which imparted a considerable negative 
influence in the minds of investors. Further, there was a 
liquidity constraint in the financial system during 1995-96 and 
large part of 1996-97, which led to spurt in interest rates 
diverting investor's preference from equity to debt issues in the 
primary market. 
The continued subdued nature of the primary equity market has 
become an area of major concern, as it hampering implementation 
of many industrial projects causing time and cost overruns and 
thereby affecting the industrial growth of the country. 
The secondary equity market has also remained subdued over the 
past few years, although it has shown some revival trends, 
confined to few select scrips. In a way revival of primary equity 
market depends crucially on the health of the secondary market. 
Policy reforms in the secondary market have been quite 
comprehensive so far as the creation of efficient and transparent 
infrastructure is concerned. India today had NSE and BSE, which 
provides screen, based automated and transparent trading. Post 
trading facilities have improved considerably with the setting up 
of National Securities Depository Ltd. other exchanges have also 
now computerised their operations, settlement cycles are being 
rigidly followed. There is also a gradual shift towards demat form 
of trading. However, secondary markets have come to be 
dominated by the FIIs. The recent events in South-East Asia have 
to some extent affected their sentiments. What is required is to 
make the Indian financial Institute participate to a much larger 
extent than they are doing today. UTI and other mutual funds as 
well as Lie have to be much more active on the secondary 
markets. 
In short liberalisation in capital market has resulted in many 
improvement in the functioning of the stock market, there are 
several aspect, which still needs merit attention so that capital 
market can play a meaningful role in in'dustrial and economic 
development. The sluggish trend in primary equity market needs to 
be reversed by restoring, investor's confidence in the market. 
Secondary market trading needs to be broad based and various 
intermediaries, both in primary and secondary market should be 
strengthened to confirm to international standards. Regulatory and 
other aspects need to be looked into. Also Indian capital market 
should mature to introduce derivative products for risk 
management in capital market. 
The recent South East Asian crisis needs to be carefully studied. A 
market-oriented system with appropriate regulation lead to growth 
with stability, otherwise there may be shocks both external and 
internal which might destabilise the economy. 
SEBI has announced the total termination of the carry forward 
system/badla system. SEBI has decided to abolish the system with 
effect from July 2, 2001. After July2, 2001 no fresh carry-forward 
transactions can be initiated on any of the Indian Stock exchanges. 
A new system of trading in the cash market and forward market 
was placed. In cash market a compulsory rolling settlement, which 
was done, on daily basis. In other words each trading day was 
taken as if settled. 
When an investor buys shares he will have to pay for them and 
when he sells them he will have to give delivery. Further, different 
exchanges in India were having settlement periods closing on 
different days. With this new system, all settlement days of all 
exchanges were brought on same day. While this is the case in the 
cash market there is a separate market where options and futures 
are permitted. An option is a right that an investor has to buy or 
sell a share at a future date at pre-determined price. For this there 
is a small premium. The great advantage with Option is thai you 
do not have to necessarily buy or sell a particular share. In other 
words while it confers a right, it does not create an obligation on 
the investor. Options are the preferred forward derivative products 
in all global brouses. This epoch made decision of SEBI separated 
out the cash market and the futures market. While long term 
investor invested in the cash market and speculators in the options 
market without any fear that there loss would exceed a certain 
amount. Larger investors can hedge their positions without fear cf 
erosion of value. In a way it is good for all concerned. After all 
for one who has understood the badla system, which is a complex 
hybrid of interest costs, the option is much easier. 
There is no denying the fact that the Indian stock markets have 
come a long way. From the open out-cry ring trading system to 
comprehensive and complex network based online computerized 
trading. Therefore in this chapter we have noticed that a 
tremendous change has also taken place in trading and clearing 
rules and practices. Its not that now Indian stock market has fully 
matured and it doesn't need any change or alterations in its trading 
and clearing rules and regulation. Still our stock markets and the 
regulating bodies are in the learning and practicing phase. 
Therefore the system right now in vogue should not be taken for 
granted, the watchdog SEBl is always hunting for better, 
transparent, free and fair investors friendly trading rules and 
practices. 
Thanks to the path of reforms and the concomitant impact of 
globlisation and technology, India has been able to catch up with 
the latest, despite being a new entrant. It earlier happened with the 
screen-based trading and institution of mechanisms like credit 
rating and regulator on the lines of Securities and Exchange 
Commission, USA. (SEC). While the developed markets like the 
US have undergone the whole cycle to evolve to the present state, 
India could conveniently embrace the latest framework without 
having to go through the same cycle. Financial markets have 
always been the frontrunners and foremost users of technology. 
With screen-based trading replacing the open out-cry system, it 
was only a matter of time for internet-driven trading to arrive in 
India. And so it did. The battleground is getting ready with players 
of different colors gearing up as also with the massive price wars. 
Internet will get inextricably intertwined with the way the 
business is done. This seamless integration is inevitable in the 
case of stock broking too. There is also room for caution. Margin 
trading that has thus for been confined to select few clients of 
brokers is likely to spread its net wider with the emergence of e-
broking. Trading hours have increased as has transparency. Thic 
has lead to greater investor interest too, both among individuals 
and institutional investors. From a time when dabbling in stocks 
was the bastion for a chosen few, today things are so simple that 
even a common man can trade on the markets. In term of systems 
too, things have changed, with international money coming m, 
slowly and steadly, the Indian markets are moving towards 
achieving international standards. Hence the urgency to have a 
proper hedging facility in place is heightened. The institutions 
require a facility to allow them to hedge against the movements in 
the stock markets. Players claim that a proper hedging system 
would help catalyze higher volumes on the Indian bourses. 
Since the country's doors were opened to foreign investment. 
Foreign Institutional Invertors have been asking for a hedge. Many 
claim that its non-availability is restricting their exposure to India. 
International experience has show that the launch of derivatives 
leads to a substantial improvement in market quality of the 
underlying equity market with a corresponding increase in 
liquidity and market efficiency; despite its vast benefits, it must 
not be forgotten that a derivative instrument is like a gun. Though 
a protective instrument could kill if misused ^ unlike the cash 
market, trading in derivates is purely speculative and cash-based 
without delivery. Slowly but steadily, India is defiantly moving 
ahead to get aligned with the world markets. It will improve the 
markets ability to direct resources towards projects and industries 
where the rate of return in the highest. By improving the locative 
efficiency, a given stock of investible funds will be better used in 
procuring the highest GDP growth in the country. This is 
something that everyone has been looking for. 
Derivatives: Nature and Growth 
Derivates are financial instruments, which are derived from 
equities, bounds, currencies, and commodities. Annual turnover in 
Derivates financial instruments including options and futures 
traded on international organised exchanges rose from 146 million 
contracts in 1986 to 453.9 million in 1992 and 1329.3 million in 
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1998. Further warrants, swaps, swaptions, collars, Caps, Floors, 
circuses, and scores of other products are collectively known as 
derivatives. All these constitute tools for the management of 
financial risk. 
Derivates are used by banks, securities firms companies and 
investors to hedge risks, to grain access to cheaper money and to 
make profits. Derivates are likely to grow even at a faster rate in 
future. They are first of all cheaper to trade then the underlying 
securities, be they bonds, currencies, commodities or equities. 
Need for Options trading in India: 
The Indian stock market although largely insulated from the 
international markets has been characterised by high price 
volatility. The upswing of 1000 points in the BSE sensitive index 
within a short span of two months followed by the "securities 
scam" and the associated crash by 1200 points in 1991-92 clearly 
reflects the highly speculative tendencies in the Indian stock 
markets. Stock markets need speculation since it is the driving 
force, which builds up activity and ensures sustained interest of 
investors in the market. But speculation has to be controlled and 
regulated as excessive speculation leads to haphazard price 
movements unrelated to fundamentals. Despite such high volatility 
in the market, still Indian invertors find equity as the most viable 
and perhaps the most attractive form of investment. 
There are several factors, which contribute to excessive volatility 
in the stock market. Overtrading by stockbrokers on their account, 
insider trading, large-scale manipulation of the market and 
shortage of adequate floating stock of good scrips are some of 
them. With good regulation, in place, listed option trading can 
definitely reduce the volatility. It was observed in Chicago Board 
Options Exchange that Options reduced price fluctuations. 
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An investment portfolio comprising mainly equity that exposes the 
investor to tremendous market and price risk. The price risk for 
most part can be managed by holding a diversified portfolio and 
limiting the volume of investment in any one of the stocks or 
industry. The other type of risk i.e. Market risk or systematic risk 
is something more difficult to contend with. The price of the 
stocks has an inherent tendency to move up or down together and 
consequently the market risk cannot be diversified away. The 
market offers no risk instrument that allows the investors to 
manage and minimise risk. Fund managers and very sophisticated 
investors may try to hedge market risk by offsetting long positions 
in one stock with short positions in others. 
STOCK MARKET INDICATOR SERIES: 
Price movements for the market as a whole are measured by 
market indicator series. The indicator series constitute a composite 
report on market performance. Market indicator series constitute a 
benchmark to judge the performance of an individual portfolio. 
Indicator series help investors develop index portfolios. It is used 
as proxies for the shares or debenture markets while examining the 
factors that influence aggregate price movements, also used to 
analyse the relationship among stock and bond returns of different 
countries and the stock price movements. 
A Price index such as the stock market index is an average of 
changes in the price of the individual securities in the market. It 
reflects the overall price or return movements of a group of 
securities. Movements in an index are determined by sample, 
weighting and computation procedure. 
In case of sample technique for the stock market index desired 
characteristics are used to select sample shares rather than by 
completely, random selection. Major criterion for selection are 
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market activity, due representation to various industrial groups 
and to the major stock exchanges. Three principal Weighing 
schemes are used. These are Price Weighed, Value Weighed and 
Equally Weighed Schemes 
(i) Price weighed series: Are calculated as an arithmetic average 
of the current prices of the sample securities. Dow Jones Industrial 
Average (DJIA) is the best known and is the oldest of that stock 
market indicator series. In India the index numbers complied by 
Financial Express, Economic Times, Reserve Bank of India are 
price weighed series. 
Economic Times ordinary share price index is simple arithmetic 
average of the price relatives' average of the price relatives of 72 
scrips. A price relative is simply the stock price this week divided 
by stock price last week. It stock price this week is Rs. 330/- and 
the stock price last week was Rs. 315/- the price relative is 
330/315 = 1.047619. Price relatives for each day are obtained by 
dividing the daily quotations by the corresponding average price 
of the base year 1984-85. 
RBI Complies a index number of security prices with base year 
1980-81. The index covers 338 scrips listed on Bombay, Calcutta, 
Madras, Delhi, and Ahmedabad stock exchanges. 
Financial Express Equity Index with 1979 as the base covers 100 
equity issues. Price relations are worked out by dividing the 
closing quotations of the day by its corresponding average daily 
price in 1979 and multiplying it by 100. 
(ii) Value weighed series: It an indicator calculated as the total 
market value of the securities is the sample. It is based on the 
initial total market value of all stocks in the sample, which is 
assigned a base index value of 100. From trading day to trading 
day a new aggregate market value is computed for all securities in 
13 
the index and compared to the initial base valve. The percentage 
change is multiplied by the beginning index value to obtain the 
indicator for the day. The importance of individual scrips or the 
weight of each scrip is the sample is proportional to the total 
market value of the sample. Companies with large market 
capitalization have a greater impact on the index then the same 
change for small companies. Standard and Poor (S & P) in USA 
was the just company to employ a market value index in U.S.A. S 
& P computed separate index for industrial stocks, utilities and 
transportation terms along with 500 stock composite index, 
NASDAQ series, NYSE stock Exchange indexes are computed on 
the basis of value weighted method. 
(ill) Equally Weighed price indicator series: All stocks are 
equally weighed regardless of price or value. And the index is 
affected equally by the performances of each security in the 
sample. In computing percentage change, geometric average is 
taken rather than arithmetic average. 
Bombay Stock Exchange Series: 
Sensex, National Index, BSE 200 and Dollex complied by the BSE 
are value weighted series. They follow the methodology used by 
S&P in USA. 
An Analytical Overview 
The Indian Capital Markets underwent substantial reforms during 
the 1990s. The regulatory framework strengthened under the SEBI, 
clearing systems improved with the setting up of the NSCCL 
(National Securities Clearing Corporation Ltd.) and settlements 
improved with the setting up of the NSDL (National Securities 
Depository Ltd.) both in 1996. The setting up of the NSE 
improved transparency and amounting in trading and has led to a 
sharp fall in brokerage fees. Market participants have become 
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better institutionalized with the entry of FIIs and mutual funds. 
Company disclosures have increased - from annual to half yearly 
to quarterly performances. The Capital markets of India have 
experienced the most widespread reforms since 1991, compared to 
any other section of the Indian economy. 
Ironically, securities scams have kept pace with reforms. From 
Harshad Mehta through Ketan Parikh, price manipulation has 
plagued the capital markets with irregularity. Thus the number of 
investors increased during the early 1990s. They have remained 
quite wary of the capital markets. Surveys conducted by the 
Society for capital Market Research and Development indicate that 
there were 9-10 million shareowners in 1990. These grew to 14-15 
million by 1993 and 20 million by 1997. An April - June 2001 
survey by the society for capital market. Research and 
Development shows that 31.7 percent of households were 
concerned about too much price manipulation and 30 percent about 
too much volatility. 
The primary capital markets were freed from the controller of 
capital Issues in May 1992. The impact was immediate. In 1991-92 
there were 520 capital issues that raised Rs. 14,180 crore. In the 
following years the number of issues nearly doubled to 1065 and 
the amount to Rs. 28030 crore. In 1993-94 the number of issues 
went up further to 1311 and then touched 2,122 in 1994-95. The 
amounts raised also increased to Rs. 47,438 and Rs. 55,920 crore 
in the two year respectively. 
Many Traded Companies are Thinly Traded 
Lack of trading is the worst kind of problem an investor could face 
in the capital markets as it effectively implies complete erosion of 
the capital invested. An only slightly less menacing problem is 
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that of thin trading. These are companies where the total trading 
during a month is less than 500 shares or less than Rs.5,000. 
In 2001-02, a substantial 45 per cent of the stocks were traded 
thinly on the BSE. Less than 500 shares were traded on an average 
during a month, in respect of 43 per cent of the companies that 
were traded on the BSE during the year. And shares worth less 
than Rs.5,000 were traded during a month in respect of 45 per cent 
of the companies. Assuming that a transaction would involve about 
a hundred shares this implies that more than 40 percent of the 
companies traded on the BSE record only a handful of transactions 
during a month. 
Most Traded Companies are Infrequently Traded 
Besides being thinly traded, stocks are also infrequently traded on 
the Exchanges. CMIE define scrip to be frequently traded if it 
trades (no matter how thinly) on at least 60 per cent of the trading 
days. This is a fairly liberal definition of frequently traded scrip. 
As of March 2002, there were 2,396 companies that were traded on 
the BSE or the NSE. But, only 56 per cent of these were traded 
frequently by the above definition. A year ago, the ratio was worse 
at 51 per cent. And, in March 1998, the ratio was as low as 42 per 
cent. 
Returns on Equities was Worse than on Bank Deposits 
The stock markets provided poor returns during the eleven-year 
period April 1991 to March 2002. Rs.lOO invested at the beginning 
of this period in the entire market would have been worth Rs.268 
only, by the end. This is an investment into the CMIE Overall 
Share Price Index-the COSPI. Such a return would have been 
possible only if you quickly exited all the companies that stopped 
trading. The returns exclude any transaction costs during the 
entire period. Obviously, no individual and no single institution 
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would buy the entire market as is represented by the COSPI. But, 
the COSPI does represent the entire market that all individuals and 
institutions collectively were invested into during the 1990s. 
Investments into the popular (narrow, but investible by institutions 
and now even individual; indices would have fared no better. 
Rs.lOO invested into the BSE Sensex at the beginning of April 
1991 would be worth Rs.281 by the end of March 2002: Rs.lOO 
invested into the Nifty portfolio over a similar -period would be 
Rs-290. All computations are bereft of all transaction costs. 
Unlike in the past index compositions do undergo changes and 
these would entail transaction costs. Our simple computations 
assume no transaction costs. 
All the above indices thus imply that the equities markets yielded 
returns of around 10 percent per annum over the eleven-year 
period April 1991 to March 2002. This is much lower than the 13 
percent commercial deposit rate for deposits above five years 
prevailing in 1991. "There were (and are) no transaction costs in a 
bank deposit and the risk profile of a bank deposit is much lower 
than that in a investment on the stock market. 
The equities markets have thus yielded very poor returns over a 
reasonably long period of eleven years. 
The risk profile on investments into equity has remained bad for a 
better part of the 1990s. Risk as denoted by the standard deviation 
of daily returns was high in 1991-92 and 1992-93. It hovered 
around 2.6 per cent in these years. Then it declined to reach 1.05 
per cent by 1994-95. But, in the late 1990s, volatility increased 
again. In 1998-99, volatility was up to 1.77 per cent and then to 
2.03 per cent in 1999-00. During the months January to May 
2000, volatility was between 2 and 3 per cent. Fiscal 2000-01 saw 
volatility scale up to 2.18 per cent. 
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The persistently high volatility of returns on the stock markets 
make the poor returns of 10 per cent over the long run appear 
much worse. 
The overall liquidity in the capital markets has been no better. 
CMIE define liquidity as the ratio of the volume of trading during 
a year to the end-of-the period market capitalisation. The average 
liquidity was only 0.75 during 1997-98. Implicitly, the total 
trading during an entire year was only 75 per cent of the total 
market Capitalisation of the companies. The ratio has improved 
since 1997-98. It was 0.88 
in 1998-99 and 0.83 in 1999-00. In 2000-01 liquidity shot up to 
1.68 and then dropped to 1.47 in 2001-02. 
Liquidity computations are of course, biased on the upper side as 
the computations are based on companies that are traded. Scrips 
that do not trade or are traded infrequently are excluded from 
these computations. 
'MAHARASHTRAS POSITION' 
Maharashtras Foreign Direct Investment (FDI) position is very 
clear in the survey conducted by the US embassy in 1999 where 
their finding prove that Maharashtra enjoys the largest share of US 
investment. Into the country at around $4 billion (40.5 percent) 
USA is likely to invest another $4.6 billion in 1999-2003 of which 
56.6 percent is likely to flow into Maharashtra with the second 
largest chunk (17.5 percent) going to Karnataka. The Maharashtra 
Government is optimistic about future investments flowing into 
the state. It has always progressively increased its share in the FDI 
cake. 
Ever since the India opened its gates to foreign investors, the 
government has approved $54 billion worth of FDI. But, policy 
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hurdles and administrative delays have resulted in only $6 billion 
actually flowing in. Of the total $54 billion approvals, 
Maharashtra attracted $6 billion - the highest in the country -
proving that the state is still the most preferred destination. The 
state governments provactive stance & continuous dialogue with 
the investor community in its bid to know and solve their problems 
has helped Maharashtra to reach this top position. 
State Highlights: 
• Maharashtra has the largest share of US investment (40.5%) 
• US Investments in Maharashtra stands at Rs 6171 Crore. 
• UK is the second largest investor in Maharashtra with a total 
investment of Rs. 2,211 crore. 
Out of total $54 billion FDI approved, Maharashtra has 
attracted $6 billion. 
Of a total of RS. 9,385 crore FDI from August 1991 to 
October 1999, Maharashtra share in highest at Rs. 1,428 
crore. 
• Maharashtra share of total FDI is at 15 percent. 
• Delhi and Maharastra account for a substantial share of over 
27% percent. 
• Gujarat and Tamilnadu each have a share of 11 percent. 
• Orissa, Andra Pradesh & Karnataka have about 8 percent 
each. 
• Maharasthra holds the top most position in regard to signing 
industrial entrepreneurs memorandum. 
• FDI is highest in transport, fuel, and service sectors in 
Maharashtra. 
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• Maharashtra is the only state to have sing'.e window 
clearance. 
• Maharashtra has developed special Economic Zones and Free 
ports in order to attract FDI and make exports more 
lucaratived. 
• Maharashtra position strengthened due to announcement of 
Enrons Dhabol power project, khaparkheda power project, 
seven major and minor port development project, cellular 
BPL-US West and basic telephone project of Hughess Ispact, 
Tatas Indica car project and various other software park 
project. 
• Investment is high in Maharashtra because of availability of 
infrastructure facilities like power, land, roads etc. 
• The Maharashtra Government provides sales tax holidays, 
concessional power rates and concessions to firms setting up 
plants in economically back ward region. 
Maharashtra government today has the best infrastructure and 
an investment friendly atmosphere which helps to retain the 
states prime industrial status. Maharashtra has always been the 
most preferred destination for investment inflow. The 
Government is also trying to improve its credit rating to tap 
cheap international funds for infrastructure development. In the 
decision making process the government is changing its role 
from being a regulator to that of a facilitor. Decentralisation of 
decision-making is being work out, 
For Healthy long-term development of the primary Market and 
to ensure continuing participation by the small investors, 
here's a few point agenda. 
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* Listing Norms: 
The compulsion to list on multiple Stock Exchanges under the 
Companies Act should be removed. The "Z" category listing 
introduced by the Stock Exchange, Mumbai is a highly innovative 
alternative to delisting. 
* Remove of Restriction of 25% Public Holding: 
One of the conditions for listing is that at least 25% of equity 
should be sold to public. This condition has lost its relevance 
particularly in case of bigger companies. World over, listing 
requirements normally have certain minimum number of shares to 
be sold to public and minimum market capitalization of shares. On 
similar lines listing agreement may be amended. 
* PSU Divestment: 
At least 10% of PSU shares should be divested in favor of retail 
investors to infuse interest in the capital market. This will not 
only help in widening the capital market but would also help 
proper price discovery for shares of such PSUs. 
* Public Shareholding in Multinationals: 
In many cases, foreign companies listed in their own countries are 
allowed to hold 100% equity stake in their Indian ventures 
established by them in India. If the concern is to have absolute 
control on management a maximum of 76% of holding could be 
allowed. 
The balance24% may be sold to public so that the retail investors 
could participate in the growth and wealth created by these foreign 
companies. If it is not possible for these companies to make a 
public issue at the time of establishing their undertakings here, a 
maximum period of two years could be allowed to them, to either 
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disinvest 24% of their holdings or to raise new capital so that at 
least 24% of the new capital is in the hands of Indian public. 
* IPO Criteria: 
Like the controller of capital Issues (CCIs) regulations in the past, 
the current SEBI criteria for initial public offerings to displays a 
historical approach, which does no take into account the future 
potential, promise or performance. Hence there is a school of 
thought that advocates replacing SEBIs highly centralized "yes-
no" decision on IPOs with either exercise of an investor's own 
judgment or by specific record of performance. 
* New Issue Pricing: 
Auctions and book building need to be seriously looked at as 
means of determining pricing of new issues. These would not only 
result in market oriented and realistic prices but would also help 
bring down the cost of raising funds. Under book building the. 
issuer 's manager receives bids stating interest at a certain price. If 
the bids fail to elicit the minimum expected price, the issue is 
cancelled. 
* Punish Vanished Companies: 
A staggering 84% out of a total 3911 equity issue floated between 
April 1992 and March 1996 rising over Rs. 25,000 crore from 
retail investors are not quoted, listed or quoted far below the offer 
price. Not just the investor's funds, but their confidence as well 
has vanished. Until promoters of such companies are taken to task 
and made answerable for their misdeeds no amount of pre-
announcements are going to either deter future offenders or assure 
potential investors. 
The Stock Exchange Mumbai has introduced the concept of 'Z ' 
category scrips. All companies not complying with the listing 
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norms or not responding to investors grievances have been put in 
the 'Z ' category so the investors are caution against investing in 
such companies. 
^Monitoring Utilisation of Issue Funds: 
In future, special attention should be given to the utilization of 
issue funds. These have been grossly misused in the past, 
including diversion to activities other than those stated in the 
prospectus. 
The company's lead bank or financial institution could probably 
do the monitoring. Every company should be required to submit a 
quarterly status report on fund utilization to the stock exchange 
where they are listed and to SEBI, while annual report should 
carry a detailed disclosure for the investors benefit, duty certified 
by the statutory authority. 
*Market Making: 
It must be mandatory for a company coming out with a public 
issue for the first time to provide market making in its shares at 
least until such time they are regularly traded and quoted on the 
Stock Exchanges. Companies whose securities are not regularly 
traded should be obligated to appoint market makers to provide 
two-way quotes on a continued basis. 
And for healthy long-term development and growth of 
secondary market here's a few point agenda. 
# Investments by Banks: 
Investment by banks in equity market should be accorded a 
priority status in the same manner as accorded to Agriculture, 
Exports and Small-scale industries. It is a well established fact 
that investments in equities gives higher returns than debt and it 
would, therefore, be in the interest of the banks to invest in 
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equities, specially in the present environment of low inflation and 
low interest rates. Banks, Financial institutions, FIIs and mutual 
funds should be allowed to participate in carry -forward system as 
vyaj Badla Financers that provides competitive returns. 
# Investments by LIC: 
The investible fund of Life Insurance Corporation are around Rs. 
130000 crore, of which currently only around 5% (Rs. 7000 crore) 
is invested in equities. Worldwide life insurance companies invest 
between 10% and 50% in equities. 
LIC should earmark at least 15% of its investible funds for the 
equity market. This will also result in higher bonus to 
policyholders and lower premium rates, assuming the returns in 
equity investments are higher than debt. LIC may also be asked to 
make public information about returns on different categories of 
investments. 
# Investments by GIC: 
GIC and its subsidiaries presently have a corpus of about Rs. 
20,000 crores, of which only about 15% (Rs. 3000 crores)in 
invested in equities. 
Worldwide equity investments by General Insurance Corporations 
are anywhere between 30% and 50%. Therefore there is a need for 
reconsideration to the proportion of investment by GIC. 
# Provident Fund (PF) Deployment: 
At present PFs are not allowed to be invested in equities whereas 
in other countries substantial portion of these funds is invested in 
the equity market. Employees should be given the option of 
investing at least 20% f their PF in the equity market through 
approved Mutual Funds aided by appropriate tax incentives. 
# Investments by Pension Funds: 
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At least 5% of the retirement funds should be routed to the equity 
through Mutual funds. This will ensure sufficient exposure of this 
repository of funds to the capital market and provide them with an 
opportunity to earn above average returns. 
# Promote Government Securities Business: 
At present trading in Government securities is restricted amongst 
banks, institutions and selected intermediaries. The Stock 
Exchanges can provide greater liquidity, reach and depth and give 
investors access to this avenue of relatively lower risk investment. 
Investor Protection: 
The following changes are proposal to be brought about in 
Company law: 
• Registrar is an externally important intermediary in the 
capital market. The level of their service causes either great 
investor comfort or ^-discomfort; delays in transfer being a 
case in point. Professionalisation of registrars in a welcome 
development but their services need to be streamlined and 
subjected to time bound regulation within suitable penalties 
to discourage deals and defaults. Transfer of shares should 
be made compulsory within 21 days. Penalty should be 
imposed on the company in case of delay of transfer. 
• If a company does not pay divided / interest in time, there 
should be penal interest at the rate of 2% per month payable 
by the company. 
• Separate benches at high Courts, District Courts and Civil 
Courts be established to hear the complaints of the investors 
and any case filled in these courts should be disposed off 
within a maximum period of Six months. 
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• If the company does not attend to investor's complaints 
consistently over a period of six months or more, filing a 
winding up petition against the company should be 
permitted. 
MACRO - ECONOMIC MEASURES: 
* Foreign Direct Investment (FDI). 
FDI increases the availability of investible funds and tends to 
reduce their cost. These also stimulate growth and free domestic 
capital for alternative investment. FDI needs to be encouraged 
both in the primary and secondary segments, with clear and easy 
guidelines. 
* Corporate Governance (Independent Directors). 
At least a third of the directors of any Company above a certain 
size should be non-executive, independent directors, one way of 
ensuring their independence would be for credit rating agencies, 
industry organizations and chambers to make and circulate list of 
prominent personalities - layers, accountants, financers, bankers, 
economics, who have the competence and the integrity to be 
independent directors. If independent directors were to contribute 
conscientiously to the management process, they would have to be 
well compensated. The limit of Rs. 2000. On sitting fees in the 
present companies Act should be removed. Further, every large 
company should have an audit committee, on which independent 
directors should have a majority. Amongst other things, it should 
approve the annual report, ensure compliance with all financial 
disclosure requirements and certify that funds rose from outside 
were used for the designated purpose. 
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* Accounting Standards: 
Accounting standards in India should reflect international 
Practices. Accounts should report, amongst other things, 
profitability by business segment, earnings as they would be 
diluted by expected increases in equity, foreign exchange losses, 
monthly volume of production of main products and services and 
economic value added (the difference between the return earned 
and the cost of capital at a market rate of return). 
Stock Exchanges' Powers: 
The powers of stock exchange are limited and hence they are 
unable to deal effectively with companies, promoters and 
registries. SEBI should frame stronger rules on disclosure and levy 
non-discretionary, deterrent fines for infractions. One is an event 
that may have significance for the investors; these must be 
revealed immediately to the press and the stock exchanges and 
posted on companies Internet site. The other is financial 
information the most important carrier of which is the annual 
report with audited accounts. SEBI should ensure that it is 
prepared and dispatched to all investors in time. 
Disclosures should be made simultaneously to SEBI, the stock 
exchanges and the press. Stringent time limits should be set, and 
SEBI should visit failures to make the disclosures in time with 
fines that are high enough to act as a deterrent. SEBI and Stock 
Exchanges should be given broader powers to punish companies 
for non-disclosure delayed disclosure or inaccurate disclosure. 
Stock market have registered enormous growth, maturity and 
sophistication various scams, irregularities too have kept pace 
with it. The secondary market policy as far as stock exchanges are 
concerned should have the objective of the promotion of a stable 
market reflecting the growth of economy and the fundamentals of 
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the company, whose shares are traded on the exchanges. Indian 
stock markets do not seem to reflect them. Once the flows into the 
market are properly regulated and accounted, the stock markets 
would reflect fundamentals. Supervision by SEBI would be 
effective if monitoring systems are in place in respect of each 
subject or activity being supervised, such as stock brokers and 
sub-brokers operations, regulation of trade by stock exchanges, 
acquisition and take over activity and insider trading. Foolproof 
systems should be set up to capture all transactions of brokers into 
a central database maintained by the exchange. If the regulatory 
body and the stock exchange remain cautious various irregularities 
scams etc. can be averted. 
Therefore in order to fasten the Resource mobilizing capacity of 
BSE and overall development of secondary market and economic 
development, of the country as a whole, the following suggestions 
are offered in these regards. 
i* Creating environment of investment culture: Creating an 
investment culture among small, untapped investors. For this 
procedures are to be further simplified. Intermediaries are 
supposed to be investor friendly. And as mentioned earlier at 
higher secondary and graduation level the basics of capital 
and stock market fundamentals are to be introduced. 
Alignment with International standards: Indian Stock 
Market trading standards practices should be aligned with 
international standards. It will eliminate the inconvenience 
to foreign investing community and thereby enhance the 
inflow of foreign investment. 
Supervision of Issue fund: Through surveillance department 
the utilization of Issue funds should be channelised as per 
the companies' prospectus. 
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Motivating Indian Financial Institutions to participate 
actively: The role of banks financial institutions and mutual 
funds for investment in equity market to further enhance 
their ratio especially banks at presents are not so actively 
involved. 
Augment investment by LIC and GIC in stock market: 
Likev^ise the proportion of investment in equities by LIC and 
GIC in India as compared to rest of the world it needs to be 
doubled. 
Remove un-necessary protection: SEBI should remove its 
protective arm against those stock exchanges, vv^ hich are at 
the verge of existence. Instead provide helping hand to BSE 
& NSE to expand their base. 
Restrict Brokers involvement in Management and 
working of BSE: To reduce the influence of the brokers at 
BSE, Demutulisation and corporisation of the BSE is a 
positive step. This will eliminate many discrepancies and 
make the working more transparent and investor friendly. 
Delegating wide range of powers to SEBI: The Joint 
Parliamentary Committee (JPC) probing the stock market 
scam has proposed wide ranging powers to market regulator 
SEBI, including monitoring the end use of funds raised from 
public. 
Proper evaluation of company before Public Issue: SEBI 
should establish stringent guideline for evaluating the 
prospectus of companies entering the capital market and in 
case of dubious or fraudulent promoters stop the public 
issue. 
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Making the Projects viable and attractive; Investment 
that is flowing in is small numbers and the chunk of the cake 
is moving out of India. This is due to the fact that policy 
implementation is still a lengthy process, administration is 
not decentralized, there are bureaucratic delays and absence 
of transparent guidelines all of which leads to time and cost 
over runs which make the project unviable & unattractive. 
Therefore Government either state or central has to change 
its role from that of a regulator to that of a facilitator. 
Lack of marketing strategies in stock exchanges 
particularly BSE: One thing where the stock exchanges are 
lacking far behind is that creating awareness among the 
general masses about their presence and services offered by 
them. It's an era of advance technology and strife 
competition. No doubt BSE to some extent had aligned itself 
with the latest technology. In spite of this its far behind 
compared to other institutions like banks, mutual funds, 
insurance etc in mobilizing resources. BSE is lacking far 
behind in attracting investors towards it. The reason being 
absence of outlets, franchise, dealers etc. apart from this 
there is no proper feedback through advertisements etc 
therefore to mobilize resources BSE will have to adopt 
investor friendly policies like its competitive rivals i.e. 
mutual funds, banks financial institutions etc. 
»ilx.^™^^^^0 
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Chapter-1: Introduction 
The nearly two hundred years of British rule resulted a 
comprehensive legal system in India. Today capital markets in 
India cannot live only on the British legacy. After she initiated 
economic reform in 1991, India quickly repealed or revised old 
laws, rules and regulations and legislated new ones in order to 
align herself with global capital market standards. The financial 
system consists of the money market and the capital market. The 
capital market discharges the important function of transfer of 
savings, especially of the household sector to companies, 
governments and public sector bodies. Capital market apart from 
the primary market also includes markets where securities that 
have been issued in the past are traded. These secondary markets 
are called stock markets or stock exchanges. It offers opportunities 
primarily for trading risk and boost liquidity. 
With its long history Bombay Stock Exchange (BSE), has become 
an icon of capital markets in India. It has contributed significant 
to the importance of the city of Mumbai as the "Financial capital" 
of the country. It is also one of the oldest trade associations in the 
country. Amongst the 24 stock exchanges in the country, it has 
been the only one to have the privilege of getting permanent 
recognition ab-initio under securities contracts regulation act of 
1956. 
The Indian capital markets underwent substantial reforms during 
the 1990's. The regulatory framework strengthened under the 
Securities and Exchange Board of India (SEBI), clearing system 
improved with the setting up of the National Security Clearing 
corporation Ltd. (NSCCL) and National Security Depository Ltd. 
(NSDL) both in 1996 Market participants have become better 
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institutionalized with the entry of Foreign Institutional Investors 
(FIIs) and Mutual funds (MPs).' 
The financial sector in any economy serves as an indicator of what 
is going to happen and shows the vibrancy of what is in store. If 
we just take a cursory view at the trends shown in capital markets 
within the Indian economy we see the financial sector seems to be 
dragging alone for quite some time now. 
For years, the BSE has been the epicenter of commerce and trade. 
Apart from glory, the BSE has also had its share of controversies 
skeptics often allege that it is an archaic organization, a coterie of 
factions politicking among themselves at the risk of the country. 
Nevertheless, the fact remains that the BSE is a vital intermediary 
in the process of resource allocation whose importance cannot be 
shrugged off. Indications suggest that there is more in store at the 
BSE. The vision 2000 and the vision 2005 plan, suggest that the 
exchange has actually started looking into the future. The vision 
2005, is supposed to be a plan to place the BSE in a position of 
strength and service in the year 2005. 
Amongst other things, the BSE vision 2000 document states that 
the BSE plans to expand the BOLT to 500 cities by March 2000, 
set up its own VSAT network and expand abroad. But industry 
experts opine that the present structure of the BSE would not 
allow for the realization of vision 2000.^ 
The Indian financial system is a vast universe, (as shown in 
appendix). This universe is regulated and supervised by two 
government agencies under the ministry of Finance. 
(i) The Reserve Bank of India (RBI), India's Central Bank and 
Chapter-1: Introduction 
(ii) The Securities Exchange Board of India, the country's 
capital market regulator. 
The Indian capital markets change amazingly quickly. Some parts 
of this work may well be out-of date by the time; it takes a final 
shape of thesis. Because of this rapid and incessant changing of 
rules and regulations, there is lack of comprehensive information 
materials about our market. Therefore, please do not assume that 
the information in this thesis continues to be remain unchanged. 
Despite detailed regulation by the Ministry of Finance, the pre-
reform stock market was scandal-prone, speculation-ridden, and 
only accidentally friendly to the final investor. In the days when a 
corporate security was a physical certificate, transporting it across 
the country was a slow and hazardous business. Hence the official 
model was to have as many stock exchanges as possible so that 
they could be close to investors, and allow for infrequent 
transfers. But the larger the number of stock exchanges, the lower 
the average turnover on each, and the lower the liquidity. To 
counteract liquidity, the government bestowed a monopoly of trade 
in a city to each stock exchange. The business in the city stock 
exchanges was highly cyclical, going up during booms and 
dwindling in slumps. In the speculative environment, it was 
always possible that investors, cash or securities, entrusted to a 
stock exchange member for trading, would be sucked in without 
trace; brokers and failures and malpractice were an ever-present 
danger. In the changed scenario of screen-based trading and 
demateralisation. monopoly of stock exchanges in their respective 
cities is superfluous. 
The Indian capital market has come a long way from the pre-
reform era. The future beckons in the form of Net-based trading. 
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Step to step the transition will be made easier. Companies will 
provide better governance. SEBI will contribute sensible 
regulation, and the stock exchanges will provide greater 
professionalism. What this will give the investor is a resurgent 
buoyant capital market where he can put his hard-earned money 
with confidence and trust. 
India is the world's eight largest country with its population 
exceeding 900 million and in its size; the present infrastructure 
appears to be inadequate and will require massive incremental 
investment to sustain economic growth. In this context the 
government sought to embark on a liberalisation plan. Capital 
market is an effective and efficient mechanism for allocation of 
capital. Capital markets provide a forum for participation of all 
classes of investor, which include FIIs, MFs, and retail investors. 
Capital markets is going to be the key driver for mobilizing 
investments.^ 
The gloalisation of the capital markets has encouraged issuer's the 
world over to increasingly look beyond the borders of their home 
markets to expand their investor base and raise funds by way of 
equity and debt. Simultaneously investors have increasingly 
sought to diversity their holdings and increase yields. This has led 
to the emergence of a vast global financial market transcending 
national boundaries and enabling massive cross-boarder capital 
flows from those who have funds and are in search of high returns 
to those seeking low cost funding while Indian companies have 
been tapping the foreign currency loan market since long, they 
were allowed to access the international equity market only after 
1991, consequently upon the introduction of economic reforms and 
New Hconomic policy (NEP). 
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Besides, our aggregate domestic savings are insufficient to fund 
our diverse investment needs. Most of the saving are of short-term 
nature and can be channelised into key sectors such as 
infrastructure only a limited extent. Efforts need be made, 
therefore, to encourage institutions/schemes that raise longer-term 
money such as insurance and pension funds. Further, there is an 
imperative need to make India an attractive destination for foreign 
investments for which, from a long-term perspective, economic 
and political environmental has to be conducive. 
Objectives of the study: 
The present study has been undertaken to evaluate and examine the 
role of BSE in resource mobilisation in Maharashtra state since 
1991. BSE and the reform era being the core of the study, efforts 
are being poured in top analyse the impact of reforms on the BSE. 
Precisely the whole study aims at the following objectives: 
(1) To study the historical background and the important 
landmarks of the BSE. The different types of securities, 
intermediaries and the methodology of placing an order and 
the latest terms and technology used in the exchange. 
(2) To examine the impact of economic reforms on the capital 
market and the challenges faced by the capital market. 
(3) To acquaint with the trading clearing and settlement systems 
in the stock exchanges. 
(4) To analyse the changes in the stock market due to the launch 
of the Derivatives products and to examine the different 
types of stock market indicator series used by the BSE. 
(5) To assess and highlight the problems and prospects of the 
capital market in India in general and BSE in particular. 
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(6) To present an analytical overview of tiie BSE in the post 
l iberal izat ion era and comparat ive study of Maharasht ra with 
the rest of the industrial ly advanced state in a t t ract ing 
foreign resources . 
(7) To suggest some concrete remedial measures to overcome 
the problems and enhanced the resource mobi l iza t ion of 
BSE. 
Need for Research: 
Securi t ies market reforms brought winds of changing. The Indian 
stock broking business has gone through a sea change . The 
Nat ional Stock Exchange (NSE) emerged as a tech-savvy bourse 
and gave birth to a new tech-savvy class of brokerage firms. The 
new entrants like FIIs as also domest ic financial sector players 
vied for a piece of action. Stock markets regis tered enormous 
growth and shown maturity and sophist icat ion after 1990 ' s . With 
the inception of SEBI to govern the stock exchanges and other 
reforms init iated by the government of India bought a lot of 
changes in the way the stock exchange are operated and business 
done. Not only the financial sector but in all other sector of the 
economy a t remendous change took place. This changes were 
nothing but removal of restr ic t ions, del icencing etc. ' ' 
Under these circumstances that the proposed study has been taken 
up to enable us to examine and evaluate the potent ia l of BSE in 
mobil izing resources and the performance of Maharash t ra during 
the l iberalized regime. 
It would help us to know; 
(i) The impact of l iberalized policy of the government of India 
on the capital . 
Chapter-1: Introduction 
(ii) Whether SEBI the watch dog has been successful or not in 
its working. 
(iii) How far the stock exchanges have been successful in 
exploiting this opportunity. 
(iv) The trend adopted by the Investing community while 
disposing off their money towards stock exchange. 
(v) The analytical overview of the BSE in Resource mobilization 
and the progress achieve so far. 
(vi) Role of Maharashtra in attracting foreign investment. 
(vii) The mood foreign Investing communities while preferring 
Indian as their destination and the problems faced by them. 
(viii) The areas where the investors face problems and the 
legislations etc. that needs to be altered. 
(ix) The possible lines of action for making working of the stock 
exchanges more transparent and augment the resource. 
(x) How to bring back the lost investors confidence in the stock 
market. 
Review of the literature: 
To domestic Indian investors and many foreign investors the 
Indian capital markets appear mysterious and puzzling. It is due 
to the fact that there is no current information material , which 
comprehensively addresses investors concern about this rapidly 
growing market. The lack of comprehensive information 
materials about Indian securities industry can be attributed to 
the rapid and incessant changing of rules and regulat ions. Until 
May 1995, the Bombay Stock Exchange operated as an Open 
Outcry market with thousands of traders on the rioor who 
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communicated with each other shouting in the Gujarati 
language and by using hand signals. In fact open outcry system 
was prone to errors and mistakes. One cannot tell exactly what 
is going on there. The Indian trading floor was always therefore 
viewed with some suspicion. 
Information available in or from Indian capital market is 
unfortunately more often inaccurate or imprecise than that 
available in or from developed countries. The reality is that the 
quantity consciousness or quality control in respect of 
information in India is generally poor by international 
standards. Information is fragile and perishable like an egg and 
its handling requires some skill and care. Informations are not 
sufficient or carefully prepared at the source. It may be 
damaged in the communication process. 
Apart from this, it was found that no prior work has been done 
on this particular topic. Due to non-availability of thesis or any 
material on this particular topic in various Libraries or 
seminars of various departments. No comparative review of the 
literature could be done. However Center for Monitoring Indian 
Economy (CMIE) a database institute had carried out a 
successful and a comprehensive collection of an analytical data 
pertaining to Indian capital market as a whole and in particular 
to BSE. A lot of help has been taken from CMIE statistic to 
complete the work. Data collected from BSE library were also 
found to be fruitful to complete the work. And CMIE as well as 
BSE data depicted the resource mobilization capacity and 
overall performance of BSE. 
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Hypothesis: 
Keeping in view the objectives of the study the following 
hypothesis has been developed for the verification and 
confirmation. 
(a) 
(b) 
(c) 
Like other sectors of the economy, capital market (Specially 
the stock exchange) too exhibited exorbitant increase in 
Resource mobilization after liberalization. 
Number of listed companies, Market capitalization, volume 
of trades etc increased manifolds at BSE. 
BSE has induced the economic growth rate of the country as 
a whole and specially its native state i.e. Maharashtra. 
(d) Guidance/Supervision and working environment has become 
more liberalized and transparent in the liberalized era. 
Methodology Adopted: 
Significant part of the study depends on secondary sources and 
brief comments notes etc. through primary sources. The primary 
information's were gathered through seminar on capital markets, 
discussion with persons/friends in stock broking business etc. 
Materials for the present study were collected from the published 
records of BSE library, various data base information services like 
CMIE, prime database etc. Economic survey Mumbai University 
library (Kalina), Financial Express Thinktank Indian express 
Newspapers (Bombay) Lalbaug-Mumbai, NABARD Bandra-Kurla 
complex Mumbai, and from various magazines, newspapers, 
articles web sites etc. Data and information so collected were 
analysed in the light of the recent trends in the capital market. 
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Design of the study: 
Keeping in view the objectives, hypothesis and methodology of the 
study the whole study has been divided into eight chapters. The 
first chapter deals with the introduction of the study. The second 
deals with the brief profile of BSE. The third highlights capital 
market and the reforms process undertaken by the government of 
India. The fourth contains the basis of trading clearing and 
settlement in stock exchanges. In fifth, Newly launched 
Derivatives products are explained and the stock market indicator 
series used by the BSE. The sixth covers the performance 
Evaluation of BSE and Maharashtra after liberalization through 
statistical analysis. And it has been observed that the performance 
of BSE as compared to pre-reform era its quite satisfactory but in 
the second half of 90's due to irregularities noticed scams etc. the 
investor lost confidence and thereby BSE lost its large number of 
investors. And comparative status of Mahararshtra with rest of the 
industrially advanced states in mobilizing foreign investment is 
comparatively better. In seventh chapter the problems and 
prospects of the capital market in general and BSE in particular 
are enumerated. Finally in the last chapter i.e. eight chapter the 
concluding remarks and suggestions are mentioned with the main 
findings of the study in order in order to enhance the resource 
mobilization, bringing back the investor confidence and streamline 
the working of the stock exchanges and various intermediaries. 
Limitat ions of the study: 
Such an investigation requires an extensive study of the available 
literature but the paucity of literature provides hindrance in this 
respect. In addition, the non-availability of statistical data and 
other relevant information pertaining to the BSE in context to 
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Maharashtra have been major hindrances for researches. The data 
available are many times inaccurate, ambiguous and scattered and 
thus one has to face innumerable difficulties in 
compiling/collecting and comprehending the desired/relevant 
information for the comparison of data. In spite of the necessary 
care and caution, it cannot be derived that the study does have the 
limitations that restrict analyzing the incomplete and unscientific 
data. The paucity of data has been an important factor in the 
coverage of the time period, which has been limited to ten years, 
only and in some tables up to five years only. 
Apart from the difficulties in obtaining the relevant information, 
problems were also faced in analyzing the data. This is because of 
various discrepancies in data. Data specially pertaining to 
Maharashtra were not available. Even such data's are not with 
BSE and often database companies. Therefore foreign direct 
investment had been considered as a base to judge the performance 
of Maharashtra state. Even though the present study has been 
carried out under several limitations, genuine effort has been make 
to draw fruitful conclusion. This, is turn may provide a useful base 
for bringing about improvement in the working and growth of BSE 
as well as accelerating the pace of economic growth and 
development of the Maharashtra and the country as a whole. 
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Chapter-2: Bombay Stock Exchange - A Brief Profile 
Stock Exchange is not its official name its official name is The 
Stock Exchange, Mumbai. It was established in 1875 as "The 
Native share & Stockbrokers Association. (A voluntary non profit 
making association) has evolved over the years into its present 
status as the premier stock Exchange in the country. It 's the oldest 
one in Asia. 
It is the most active stock market in the country accounting over 
70 percent of the listed capital in the country, while in terms of 
market capitalization its share is over 75 percent. The turnover on 
the Exchange accounts for nearly 1/3 of the total turnover in 
securities all over India. The BSE was modeled on the London 
Stock Exchange, which is an independent institution. It is located 
on Dalai Street, in down town, Mumbai. The board of directors of 
the exchange is composed of 19 directors. Nine elected member 
brokers (One third of them retire every year by rotation) five 
public representatives three nominees of the SEBI One nominee of 
the RBI and the executive director. The president, the vice-
president and the honorable treasures were elected from among 
member brokers. The executive director is a professional having 
been seconded from the State Bank of India and is responsible for 
day-to-day administration of the exchange. Public representatives 
is the apex body which regulates the Exchange and decides its 
polices. 
Important Landmarks of the Stock Exchange, Mumbai . 
The Stock Exchange Mumbai has a long but fascinating history. In 
1860-61 the American civil was broke out and totally stopped the 
supply of cotton from the United States to Europe. The resuliine 
cotton famine led to a large and unlimited demand on India & 
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India really meant the Bombay presidency where alone the largest 
stocks are available. In four year exports doubled from 5,66,000 
bales to 11,18,000 bales. 
The organization of stock exchange at Bombay coincided with the 
recovery from depression following the share Mania of 1861-65. 
The enterprises promoted by the first generation of brokers, 
although they ruined the shareholders were grand conception of 
genius before their time, the fulfillment of which we only see 
today. Awaking from these grand dreams, the capitalist and the 
Bombay brokers steadily promoted after 1872. Only those 
enterprises, which were useful and remunerative such as mills, 
presses and mining companies. A new departure in commerce and 
industry was thus taken, credit was stored & prosperity came back 
to Bombay with the firm establishment of cotton industry, building 
of new docks and the extension of railway facilities for transport 
of goods. 
The stock Exchange played an important part in these new 
developments. The object of forming an association with fixed 
rules for conduct and settlement of business was "to facilitate the 
negotiation of the sale and purchase of joint stock securities 
promoted throughout the presidency of Bombay. In this the 
Association entirely succeeded. Outside it, no securities could be 
negotiated purchased or sold". In those days "It was very difficult 
to float a public company and secure large amounts of capital 
subscribed. It must be mentioned to the credit of the brokers of 
that they always tried their best to popularise the new issues to 
enables the companies to secure the necessary capital. "The stock 
Exchange thus channeled the flow of investment into stocks 
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shares & gilt edged securities and materially helped government, 
trade and industry. 
As the Exchange grew in size, so did its accommodation, the 
premises taken in 1874 in Dalai street on a rent of Rs. 130 per 
mouth become prominent place of meeting of the brokers to 
conduct their business. The brokers organized an association on 9 
July 1875 known as the Native share brokers Association to 
protect character, status and interest of the native brokers and that 
was the foundation of the Stock Exchange Mumbai. Known as 
Stock Exchange old building situated at Dalai Street was acquired 
for Rs. 97,000 in 1895. In the central court yard of these premises 
and in what is now the Brokers hall flourished two sturdy peepal 
trees, which still survives. The brokers Hall was thrown open on 
the 18'^ of January 1899, by Mr. James M. Maclean, M.P. 
previously editor of the Bombay Gazette and in the course of his 
inaugural address he declared. 
"A Bombay brokers is a very useful member of the society, whose 
virtues are not sufficiently recognized although his faults are 
emblazoned forth with rare exception, he is honest to the core and 
pays to the last pie without doubt this is the largest Rupee 
paper market in India, whether as regards the volume of business 
of the extent of the fluctuations. The Bombay Port - Trust and the 
Bombay Municipality are under debit of gratitude to them for 
raining them credit to enable them to borrow at the lowest rates 
obtainable in India, next to the government paper... A native 
broker has borne a considerable share in the building the present 
Bombay."' 
The exchange was at last comfortably housed, though for a time a 
crowd of dealers in Government securities preferred to remain 
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outside. After the First World War the adjoining old building 
which had changed hands for Rs. 73,000 in 1913 was bought in 
1920 at Rs. 10,30,000to enlarge the trading hall for transacting the 
increase volume of business. In 1928 the premises was further 
extended by acquiring from the Bombay municipal corporation for 
Rs. 5 Lakhs the adjoining plot of land, where new building was 
constructed and was occupied on the 1 '^ December, 1930. 
The present 28 storeyed two phased building called Phiroze 
Jeejeebhoy tower named after late Phiroze Jamshedji Jeejeebhoy, 
who was the chairman of the Exchange from the 1 '^ April 1966, till 
his death on the 9"^  February, 1980, was constructed between 1973 
and 1983 this occupied in phases from 1980 - 81- All the while, 
the two peepal trees on the stock Exchange premises stand silent 
witness. The trees shed their leaves every autumn and the foliage 
is green again in spring, a perennial symbol so characteristic of 
the cyclical stock market fluctuations. 
And so the stock Exchange at Bombay has continued to expand in 
size and grow in its stature and influence. It is not only the oldest 
stock Exchange but also the oldest trade association in the 
country. Among the twenty-two stock Exchanges recognized by 
the Government of India under the securities contacts (Regulation) 
Act 1956, it was the first one to be recognized and it is the only 
one that has been granted the privilege of permanent recognition. 
Likewise it is acknowledge to be the best organized and the largest 
be it as a market for gilt edged securities or for new issue of 
capital; or in regard to the paid up capital and market value of 
listed securities or the average size of listed companies, or from 
the point of view a turnover, price continuity liquidity and 
negotiability in all of which it enjoys outstanding pre-eminence. 
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The primary of the Stock Exchange Bombay places it at the heart 
of the capital market. The exchange thus helps nationality to make 
Bombay "the chief center of the money and capital markets and 
contributes in no small measures to the importance of the city as 
"the financial capital of India." 
The Exchange was established with 318 members. The number 
increased to 333 in 1896 and at present, it is 641. The membership 
fee has increased gradually from Rs. One in 1887 to Rs. 1000/- in 
1896; Rs. 48000/- in 1920; Rs. 7.51 Lakhs in 1986 & Rs. 55 Lakhs 
in 1998. In 1950 the stock Exchange become an exclusively 
central government subject following adoption of the constitution 
of India in 1956, the security contract (Regulator) Act was passed. 
In 1992 the Securities and Exchange Board of India Act was 
passed through SEBI came into existence in 1988. SEBI has been 
empowered by central Government to regulate & develop capital 
markets in India. 
In 1992 the Over the Counter Exchange of India (OTCEI) came 
into existences where equities of small companies are listed. In 
1994 birth a National stock Exchange took place. 
In 1995 the Exchange rapidly computerized its trading operation 
and thus the open out cry system of share trading was replaced by 
Screen based trading in the Stock Exchange, Mumbai. In January 
1996 the revised carry forward system was introduced. In 
September 1997 BSE on line Trading system network went nation 
wide. 
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Legal Definition: 
"Stock Exchange" mean any body of individual whether 
incorporated of not, constituted for the purpose of assisting, 
regulating or controlling the business of buying, selling or dealing 
in securities. 
The Securities & Exchange Board of India (SEBI) 
SEBI was established on 12"' April 1988 acquired statutory status 
on the so"' January 1992. The main objective of SEBI is to project 
the investors, regulate and promote the capital market by creating 
an environment that would facilitate mobilization to resources 
through efficient allocation and to generate confidence among the 
investors. It is responsible to regulate stock Exchange, other 
intermediaries who may be associated with the stock market & the 
process of public companies raising capital by insuring 
instruments that will be traded on the capital market. 
Followings are the Strategic objectives of BSE. 
• To promote, develop & maintain a well-regulated market for 
dealing in securities. 
• To safeguard the interest of members and the investing 
public having dealings on the exchange. 
• To Promote industrial development in the country through 
efficient resource mobilization by way of investment in 
corporate securities. 
• To establish & promote honorable & just practices in 
securities transaction.-^ 
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Trading Days & Hours . 
The stock market is open for trading to one and all. One can do 
business according to ones owns capacity securities can be bought 
and sold during fixed session which are usually held from 10.00 
am to 3.30 pm from Monday to Friday. Special trading session are 
held on specific occasions like the Union Budget day & Diwali 
(Moorat Session) in the evening. 
Price Fluctuations 
The prices of share are not stable with hundreds and thousands of 
people operating simultaneously on the market. It is almost like a 
national Poll. The prices are determined by the forces of demanded 
& supply. Factors that influence share prices are the political 
situation state of economy, performance of companies & 
expectation of the investing public there are risk involved in 
investment, But the risk can be anticipated by knowledge, 
information, study, judgment, awareness, advice & research. 
Investment in shares offers a wide range of choice; there is 
something for every type of investors. There are three types of 
investors depending upon their incomes, needs & expectations. 
a) Investors who are risk averse. 
b) Cautious investors who would like to take some risk & 
c) Speculative investors. 
The stock Exchange allows an individual to invest in any security 
he likes. This capital is free to more from one security to another, 
which enables him to make profit if the venture succeeds or to 
incur losses if it fails. The screen based trading system of the 
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stock exchange, is a continuous auction market there is two-way 
auctions. The bidders compete with each other to purchase at the 
lowest possible price the shares that they want to buy, similarly, 
those who want to sell, compete with each other to get the highest 
price for the shares they are offering. When the buyers bidding the 
highest price and seller offering the lowest price match, the 
computer executes a transaction. Both quotations and orders of 
sale & buy are entered in a computer. 
Equity shares , Preference shares & Debentures 
A Share means a part in the equity capital of an enterprise. It 
includes stock except where a distinction between stock and share 
is expressed or implied. A Stock is a aggregate of fully paid up 
shares consolidated or divided for the purpose of holding in two 
different parts. Stock can be issued only when the shares are fully 
paid-up. 
Preference shares are shares having preference over other share of 
the company in regard to distribution of the dividend and 
liquidation. There one different types of preference share such as 
cumulative, convertible, preference share and redeemable 
preference shares. 
The term equity shares, preference, debentures, light bonus may 
sound to be technical, but their meaning and investments function 
can be mastered after a little study. A share signifies a part 
ownership of a company. You have a voice in the management of 
the company in proportion of your holding. As a proof of 
ownership you receive share certificate in your name recorded in 
the register of member of the company. Thus, a share certificate is 
not merely a piece of paper, but is means share of business. Thus 
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shareowners are partner in the good fortune and bad luck of the 
enterprise. Shares have fixed par value known as nominal value of 
a share. In most cases this is either Rs.lO/- or Rs. 100/-. 
Companies raise capital in the form of shares & / or debentures. 
They raise capital to buy land, plants and equipments etc. There 
results in production of goods & services, sales of which results in 
profits. A part of the profits are used to pay share / debenture 
holders as dividends and interest respectively. The balance of the 
profit is ploughed back into business. Companies earning high 
profits have a sizeable reserves, which can be used for issue of 
bonus shares or investment in future expansions. The bonus shares 
qualify for future divided payments. 
Debentures when issued are in the form of a debt. It may be 
converted into equity capital of the company at par value or at a 
premium on a pre-determined date(s), which may be disclosed in 
the offer document. If the entire face value of the debenture in to 
be converted at one line or in a phase such debenture issue is 
known as fully convertible debenture (FCD) issue. If no part of the 
debenture is to be converted, such debentures are known as non-
convertible debentures (NCD). A synthesis of FCD & NCD gives 
rise to another type of debenture known as partly convertible 
debentures. An option to the debenture holder either to convert the 
debenture value into equity or retain it in the form of debt. The 
NCD or the non-convertible portion of partly convertible 
debenture will be redeemed at one time or in stages, which again 
has to be disclosed in the offer document. But in all cases, each 
debenture earns interest at a prescribed rate till it remains as debt. 
New companies can invite the public to contribute to the capital of 
the company through prospectus. The prospectus is an important 
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document, which makes a detail disclosure of all material facts 
about the company and also contain management's perception of 
risk factors. An application form inviting public subscription for 
shares / debentures has to be accompanied by a memorandum 
(abridged prospectus) containing salient features of the 
prospectus. Every company intending to offer shares / debentures 
to the public for subscription must get their securities listed on 
any recognized stock exchange in India. 
After the initial issue, a company can raise additional capital by 
making right issue to the existing shareholders. Existing 
shareholders can renounce their right in favour of new investors 
for a consideration some times a company may met be certain that 
their rights issue will be subscribed to in full & may therefore 
offer such shares to new invertors as well. 
Brokers & Jobbers : 
Broker is a member of the stock exchange who is licensed to buy 
or sell shares on his own or on his client's behalf. He charges 
commission (brokerage) on the gross value of the deals. Full 
service brokers offers facilities such as safekeeping clients shares 
& bonds offering investment advice, planning clients portfolios of 
investment, managing clients portfolio. Jobbers are important 
players in the market who buy and sell the shares on their own 
account by giving to way quotations on the computer. An order is 
executed when it matches either a jobber 's quote or another 
brokers order. If he bids at Rs. 64 & offers at Rs. 66, it means that 
he will buy a share at Rs. 64 & sell it at Rs.66 keeping Rs. 2 as his 
margin. This is called the "spread" this spread depends on demand 
& supply of a share in stock market. The BSE has made it 
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mandatory for every company with a share capital of over three 
crores to appoint jobbers if it seeks enlistment. This will enable 
investors to have both buy & sell quotations on the stock exchange 
and increase liquidity of shares. 
Bulls , Bears & Stags. 
An operator who expects the share price to rise is called a bull. He 
buys shares without any intention of taking delivery. When the 
prices rise he sells the shares & squares up the transactions at a 
profit. This is called long purchase. 
The counterpart of a bull is bear. A bear expects prices to decline 
and sells shares, which he may not own. His intention is to buy 
those shares at a later date, when the prices decline and then 
square up the transactions with a profit. This activity is generally 
referred to as selling short. 
Stag is a person who subscribes to a new issue with the primary 
objective to selling at profits no sooner than he gets the allotment. 
Placing an Order : 
A client has two options, when he instructs his broker to enter into 
a transaction, he may inform him to buy or sell at the best price 
and leave the matter to his judgment or he may specify reasonable 
price limits. For instance, the client may specify 'buy at Rs. 110 
maximum. In such a case the broker would not be able to execute 
the order even though the quotation of the day would be 'Rs 110, 
111,112,113' as jobbers spread of say Rs 2 would make the share 
available for purchase at a price not lower than Rs. 112. Too strict 
an adherence to the limits can result in a good opportunity being 
missed, specially, if market is changing very fast. 
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In a bull market, it is advisable to avoid strict buying limits, if 
you want to ensure purchase otherwise you can be trailing for 
shares for days together without actually buying them. Similarly in 
a bear market, it is not advisable to place selling orders at limit 
prices. If you specify selling limits and the market slides down, 
you would have lost an opportunity to sell your scrip that day & 
the market would be lower the next day. Whenever limits are 
specified, it is necessary to state whenever the limits are 'net ' ie. 
Inclusive of brokers commission or at market in which care the 
brokers commission will have to be added to the purchase price or 
deducted from the sale price. 
Contract Note: 
After a broker executes an order of a client he is statutorily 
required to issue a contract note to the client. This note is in a 
prescribed form & confirms that certain number of securities have 
been bought or sold at the stated price by your order & to your 
account & the brokerage amount has to be shown separately in the 
contact note. The brokerage can't exceed Rs. 0.25 per share or 2.5 
percent of the contact price. Subject to a minimum of Rs. 25 per 
contract. The contract is an important evidence of a real 
transaction. Once it is delivered & accepted it binds the broker and 
the client; neither can then repudiate the contract. A good broker 
ensures that the contact note is sent to the client by hand delivery 
or by post on the same day or on the following day of the 
transaction. 
Settlement Period: 
In order to avoid settlement of too many transactions on a day-to-
day basis, the stock exchange divides the period of one year into 
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settlement periods. The settlement period in specified shares as 
well as non-specified securities is one week. The transactions 
entered during this period of a week are to be settled either by 
payment for purchase or by delivery of share certificates sold on 
notified days which are made known to the members of the 
exchange through a clearing programme. The programme is 
announced six month in advance. Two most important dates are 
covered in the programme are pay in & payout. Pay-in day is the 
date on which broker has to make payment to the clearing house 
for all purchase made by him and shares are to be delivered for all 
sales made by him in the previous settlement period. 
The pay out day is the date on which the broker receives payment 
for sales made & share certificates together with the transfer deeds 
delivered to the clearinghouse. The actual amount a broker has to 
pay to the clearing houses, is however netted out taking into 
amount the shares to be delivered & received, the difference of the 
transactions offset by counter transactions to be received or paid 
& also the difference to be received or paid between the contract 
price & the price at which the transactions are carried forward to 
the next settlement. Again it will take the broker two to three days 
after the pay out day to remit the sales proceeds to the concerned 
client. The broker normally expects to receive payment from his 
clients a few days before the pay in day to allow for bank clearing 
& other paper work. 
Specified Shares & Non-Specified Securit ies: 
All the listed securities on the stock exchange are classified as 
either 
i) Specified shares - 'A ' Group shares or 
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ii) Non-specified securities - ' B ' Group Securities 
Sub-divided into ' B l ' & 'B2 ' g roups / 
A - Very liigh liquidity & large equity base. 
Bl - High liquidity & equity above Rs. 30 Million. 
B2 - Low trading volume & Equity below Rs.30 Million. 
The stock Exchange authorities notify from time to time the share, 
which shall be included in the specified list the main difference 
between specified & non-specified securities, is in the process of 
settlement of transaction. Only equity share are included in 
specified list. The considerations for an equity share to be 
included in the specified list are generally the size of company, 
the number of shareholders, dividend record, growth prospects & 
average volume of business. 
Settlement of transactions in specified share: 
At the end of a settlement period an investor, who has done his 
business in specified shares, have two options, viz. 
i) Terminate his contract of sales by purchase & purchase by 
sale by cross contracts within the settlement period. This is 
known as squaring up. 
ii) Complete the contract by delivery or payment, as the case may 
be. 
Settlement of Transaction in non-specified securit ies: 
Transactions in non-specified securities are for delivery, unless 
they offset by opposite transactions in the course of the settlement 
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period itself. The Exchange issues delivery orders and receivers 
orders for all transactions entered into during the settlement 
periods, which are not offset by opposite transactions. If the seller 
is not in a position to deliver the Securities the buyer has a right 
to demand delivery of the securities he has bought and can go in 
for an auction notice against the seller and claim the difference 
between the contract price & the auction price. 
Odd lots & Market lots: 
Trading in equity shares on the stock Exchange is confined to 
market lots. For shares having paid-up value of Rs. 10/- the 
market lot is generally fifty or hundred shares, & for shares of Rs 
100/- paid value, the market lot is generally five or ten shares. 
Market lots of shares of an actively traded company can bought or 
sold early in the Stock Markets through brokers however, 
problems arise when are wants to buy or sell shares in lots which 
are different from market lots. In stock market such lots are called 
odd lots. Purchase and sales of odd lots are usually very difficult. 
Also, the price quotation for an odd lot could differ by as much as 
5 -10 percent from the price quoted for market lot Odd lots 
generally arise from issue of bonus or rights shares or convertible 
debentures. 
Book Closure / Record Date: 
Every company maintains a Register of its shareholders. The 
register of members contains the name address & other particulars 
of its shareholders. As the ownership of the share keeps on 
changing due to the buying & selling activities & the consequent 
registration of transfers the list of shareholders is constantly 
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updated with the names of transferees added and those a 
transferors deleted. 
When a company declares a dividend or announces a bonus share 
or want to convince a meeting of the shareholders, it because 
necessary to freeze the list at a point of time, to take stock of the 
shareholders entitled to the benefit. This is known as closure of 
Register of Members or just Book closure. During this period no 
transfer of share is undertaker by the company. 
Cum or Ex : 
Share price are sometimes quoted 'cum' or 'ex ' dividend 'cum' or 
'ex ' bonus or 'cum' or 'ex ' rights. They are written as 'cd ' or 'cr ' 
if 'cum' & 'xd' ' xb ' or 'xv ' if 'ex ' unless specifically mentioned 
all prices are 'cum' which means that all future dividends, bonus 
& rights will acquire to the buyer. In case a doubt - which could 
arise if the trading date is close to the date on which a share 
changes status from 'cum' or 'ex ' - it is always advisable to get 
the doubt clarified with the broken before placing the order.^ 
Transfer Deed: 
When you buy shares of a company, the seller broken will collect 
the concerned share certificates accompanied by prescribed 
transfer form duty signed by the seller & pass then on to you 
through your buyer broker. 
Transfer of share & debentures requires compliance with the 
following. 
i) There should be proper instrument of transfer, 
ii) The instrument should be duty stamped 
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iii) It should be executed by or an behalf of both of the transferor 
& the transferee. 
iv) It should contain the name, address, & occupation of the 
transferee. 
v) It should be delivered to the company along with the relevant 
share/ debenture certificate. 
According to section 108 ( lA) of companies Act. Transfer deeds 
are valid for a period of 12 months from the date of stampings, by 
the prescribed authority or till the date on which the register of 
members one closed for the first time after the date stamping by 
the prescribed authority, which ever later. 
The BSE on line Trading (BOLT) system. 
In the last couple of years the nature of competition has changed. 
It is a competition of offering better services and lower costs to 
attract business. The Exchange took big leap in may 1995 when it 
introduced order cum quote driven electronic trading for all the 
listed securities. 
The BOLT system was set up to achieve the following goals. 
i) Increase in market transparency. 
ii) Enhancement in market quantity through improved liquidity, 
by increasing quote continuity & market depth. 
iii) Reduction in settlement risks due to open trades, by 
elimination of mismatches. 
iv) Improvement in information availability, by catering to broad 
based information requirements. 
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v) Better management information system (MIS). 
vi) Introduction of flexibility in system, so as to handle growing 
volume easily, to incorporate changes in business rules & to 
support geographical depression of market activity.^ 
The system provides a combination of order & quote driver 
system. The order book function as an 'auxiliary jobber ' . It serves 
two purpose first it allows retentions & matching of orders against 
one another were no quotes exist in the system for a particular 
scrip, & second, it improves the price competitive character of the 
market, in case investors are willing to deal at prices better than 
the current best quotes. 
The capacity of the tandem hardware of BOLT has been enhanced 
from 1,50,000 trades per day to 5,00,000 trades per day (in 6 hours 
i.e. 10.00 am to 4.00 pm.) 
Trading system has undergone a sea change since May 1995; open-
out cry system has given away to computer based trading. Orders 
are matched in less than one tenth of a second. The system allows 
for complete transparent mode of each order extension. Trading 
house has been increased from two hours under the open-out cry 
system to six hours. Processing speed coupled with extend trading 
hours has ensured that most orders get executed on daily basis. 
Initially, SEBI had given approval for bolt expansion to 99 cities 
& as on March 31, 1998 it had allowed BSE to expand BOLT for a 
total number of 399 cities. 
Settlement of transactions is done on an 'Account Period basis ' . 
The period is a calendar week in case of 'A ' & ' B l ' & 'B2 ' group 
& from Monday to Friday. During an account period, buy or sell 
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positions in a particular security can be either squared up by 
entering into contra transactions or can be further accumulated by 
entering into more buy or sell transaction^. 
Mutual Funds : 
Mutual funds are trusts which mobiles savings from the people & 
use the funds to purchase securities. Government trusts, banks & 
now private financial institution run these funds as well. Mutual 
funds usually have professional investment managers who make 
decision about securities to be bought or to be sold. By pooling 
the financial resources of small investors, the investors are able to 
participate in the securities market indirectly. They are many 
types of schemes operated by the funds for examples. 
i) Open-ended scheme: Open ended scheme in the one, 
which continually offers its units, & buy them back from 
the investors. UTI 64 is an Open-ended scheme. 
ii) Close ended scheme: Is one where funds are raised for a 
fixed period. The scheme is wound up after that period & 
funds are returned with capital appreciation to unit 
holders. Normally a Close ended scheme is listed on stock 
exchange. SBI Magnam Triple Express is a Close ended 
scheme. 
iii) Income fund. : An income oriented fund aims at giving 
regular income to its investor so long as the scheme is in 
operation. 
iv) Growth Fund: A growth fund aims at rapid capital 
appreciation of funds by making investments in those 
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securities, which are accepted to show large appreciation 
quickly. 
v) Balance fund: A balance fund invests in bonds and blue 
chip stocks to conserve capital. These funds pay 
reasonable income & provide some capital appreciation. 
vi) Money market Mutual Fund: There funds invest in 
markets instruments such as treasury bill, government 
bonds, certificate of deposits, bank deposits, & 
commercial papers. 
Opportunit ies available for foreign investors: 
The government of India narrowly saved from a foreign currency 
reserve crisis in 1991, finally decided to open, up her capital 
markets to foreign investors. In Sept. 1992, the Government of 
India through SEBI, introduced the concept of Foreign 
Institutional investors, (FII). FIIs upon registration with the SEBI 
& Reserve Bank of India (RBI) are allowed to operate in Indian 
Stock Exchanges subject to the guidelines issued for the purpose 
by SEBI. 
FIIs are permitted to invest in: 
i) Securities in the primary & the secondary markets, 
including shares debentures warrants of companies listed 
or unlisted on a recognized stock exchange in India 
(Including OTC Exchange of India). 
ii) Specific Schemes floated by domestic mutual funds for 
institutional investors & such other securities as may be 
approved by the SEBI from time to time. 
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Important Guidelines for FIIs issued by SEBI: 
i) Portfolio investment in primary or secondary markets will 
be subjects to ceiling of 30% of issued share capital for 
total holding of all registered FIIs. In any one company 
an FII holding is subject to a ceiling of 10% of the total 
issued capital. However, in applying the ceiling of 30% 
the following are excluded. 
a) Foreign investment under a financial collaboration, 
which is, permitted upto 51% in all priority areas. 
b) Investment by FIIs through offshore single/regional 
funds (A Fund held outside the country of the holder. 
Not subject to tax laws of the holders country) Global 
depository receipts (GDR) & Euro convertible bonds. 
ii) Disinvestment is allowed through a broker of a stock 
Exchange. 
iii) Not permitted to engage in carry forward transactions, 
engage in short selling, offset a deal without delivery, 
invest in debt more than 30% of the funds, invest in 
Indian Govt. Treasury Bills etc. 
iv) Not every foreign institution can apply for FII status. FII 
applicant established or incorporated outside India, has to 
be: 
a) A pension fund or mutual fund or investment trust. 
b) An asset management company or bank or institutional 
portfolio managers. 
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c) A trustee or a power of attorney holder proposing to 
make investment in India, on behalf of a board based 
fund; 
d) University funds endowments foundation or charitable 
trust/societies. 
Of the 426 FIIs registered as at the end of December 1996, an 
average of 130 FIIs were active in 1996-97. Only 25 FIIs 
accounted for 60-65% of all the FIIs trading. Among the most 
active FIIs are 
Morgan Stanley Asset Management 
Jardine Fleming 
Capital International 
International Alliance. 
Templeton^. 
Portfolio Investment by Foreign Investors: 
Foreign investors, Individual or institutional, who wish to invest 
in Indian companies can do so by investing in Global depository 
receipts (GDRs) for Indian stocks or Euro convertible bonds 
issued by Indian companies. Since April 1992, Indian companies 
with good track record are permitted to raise funds from the 
international market by way of issue of GDRs. GDRs are issued in 
the name of foreign bank and normally listed on Luxembourg or 
London Stock Exchange. It provides opportunities to international 
investors to participate in the Indian capital market without going 
through the hassles of paper - based settlement system. Once 
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GDR's or Euro convertible bonds are issued outside India, 
investment in these are generally not subject to Indian regulation. 
To be precise, GDR's are issued by an overseas depository Bank 
against underlying shares or bonds of a company held with a 
domestic custodian bank, therefore the issues of GDRS is the 
foreign depository bank but not the company usually arranges for 
a foreign depository bank the issue GDR's for the shares. Not 
every Indian company can issue GDR's or Euro convertible bonds. 
Generally only large & resourceful corporations can afford to do 
so. 
It is an instrument issued, abroad listed & traded on foreign stock 
markets. A GDR's is convertible into shares, which are listed & 
trades on the domestic exchange, the dividend being paid in the 
domestic currency. 
The reason why GDRs have become the favorite mode of raising 
money for Indian corporate giants is access to large funds & 
Foreign exchange inflow. Starting with Reliance Industries GDRs, 
These have now picked up considerably, with Grasim SPIC. & ITC 
mopping up large resources. GDR's liquidity is restricted. GDR's 
or Euro convertible bonds are deemed as direct foreign investment 
and they together with other types of direct foreign investment 
cannot exceed 51% if the issued subscribed capital of the issuing 
company unless the Foreign Investment Promotion Board (FIPB) 
specially permits it. They change hands only outside India; they 
cannot be sold to India domestic investors in an ordinary way. 
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Besides GDR's Euro convertible bonds the following three 
categories of foreign investors are allowed to invest directly in 
Indian securities. 
Foreign Institutional Investors (FII) 
Non-Resident Indian (NRI) 
Overseas corporate Body (OCB) 
(60% owned by individuals of Indian nationality etc.) 
National Depository System: 
A depository is a central holding place, or repository, of financial 
securities. It transfers shares & bonds electronically, through a 
computer entry and eliminate the need of investors to hold 
securities physically. Investors access the system through 
Depository participants (DPs) banks, brokers, mutual funds etc. 
Trading ultimately becomes scrip less, as record of ownership, not 
physical possession, becomes the feature of trading. Transfer of 
ownership will be done through book entries on electronic ledgers. 
Transfer form & transfer stamps will disappear. 
The National Securities Depository Ltd. (NSDL) is the depository 
in India. It was promoted by the UTI, IDBI & NSE and was 
registered with SEBI in June 1996. 
Dematerialization: Investors are encouraged to surrender their 
holdings of securities in a physical form to get them cancelled and 
create securities in an electronically registered form, i.e. Credit 
balances for the securities in their favor. This process is called 
"dematerialization"\ Credit of securities into NSDL is also made 
upon the fresh issue of securities in a dematerialization form. 
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BSE Investors Service Cell: 
Mission: To educate & create awareness among investors. 
The Exchange not only provides an efficient market but also 
upholds the interests of the investors & ensures redressal of their 
grievances; whether against the companies or its Member -
brokers. It strives to educate & enlighten the investors by making 
available to them the necessary information. Provides all the 
market related information by issuing press release, Quick 
reference guide for investors etc. & these one also available on its 
website. 
An Investors Services Cell (ISC) was set up in 1986 by BSE for 
redressal of grievances of Investors against listed companies & 
members of the Exchange. The BSE has also earmarked an amount 
of Rs. 1 crore for assistance to investor Association for conducting 
Investor Awareness & education seminars etc. During the year 
2000 -2001 an amount of Rs. 20 Lakhs has been disbursed to the 
SEBI recognized investors Association . 
BSE Webx: 
BSE webs, the first exchange enabled Internet Trading system. 
Built on highly scalable Internet infrastructure following 
exemplary standards in architecture, BSE Webx endeavors to 
deliver an enjoyable trading experience through its cutting edge 
information, risk management & trading features. BSE Webx in 
the confluence of varied market participants in the financial 
markets. Brokers, sub-brokers. Depositories, DP's, Banks, 
Exchange & other related entities are all integrated into one 
seamless self-sustaining e-biz ecosystem. 
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BSE webx offers 10 
> The power of placing orders at your fingertips. 
> Place orders anytime from anywhere. 
> Information transparency. 
> Detail stock information covering prices, volumes Market 
Depth, All time & 52 week High- Low, Corporate 
Announcements, results, shareholding pattern & other 
information for over 6000 listed companies. 
> Real Time Risk Management through exhaustive profiling of 
scrips & limits. 
> Order placement & Management capability through the 
Internet. 
> Personalisation's & cost effective means for buying & 
selling shares 
> Tracing order status online. 
> Historical view of trades and orders through the: 'My Log 
Book' Section. 
BSE is also geared up to face the challenges of the new 
millennium. Setting up a derivative exchange, strengthening the 
self-regulatory structure, increasing the services to investors & 
strengthening the organisation are some of the current initiatives. 
BSE would continue to play an important role in the capital 
markets & contribute towards the economic development of the 
country. 
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Chapter-3: Economic Reforms & its Impact on Capital Market 
Capital markets have truly become the barometer of a country's 
economic performance. In India, the financial sectors as a whole 
and the capital markets in particular, have seen a comprehensive 
set of reforms in nineties and consequently have acquired great 
depth needed for sustained growth of Indian economy. Its most 
opportune time for examining and assessing the impact, challenges 
and opportunities arising from global and domestic developments 
as well as from changing market practices and regulations relating 
to Indian capital markets. 
This chapter focuses on the basis of Liberalisation, Globalisation, 
reforms measures introduced in recent years for development of 
India capital markets, examines the current states of the capital 
markets and deliberates briefly on some of challenges facing the 
capital markets in India. 
Shri Rajiv Gandhi introduced economic reforms soon after taking 
over as prime minister in 1985. He underlined the need for 
opening several areas hitherto reserved for the public sector to the 
private sector. But the government did not take a categorical 
position on issues relating to Privatization and globalisation. A 
sharp departure from the Industrial policy of 1956 took place with 
the announcement of Industrial policy 1991. Three major 
strategies of new economic policy are (i) liberalisation (ii) 
globalisation and (iii) privatization. 
The main aim of liberalisation was to dismantle excessive 
regulatory framework and bureaucratic controls, which acted as 
shackles on freedom of enterprises. The ceiling on assets fixed 
under MRTP Act was abolished in order to permit large houses to 
undertake investments in the core sectors-heavy industry. 
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infrastructure, petro-chemicals, electronics, etc. The number of 
items requiring licensing was reduced to a short list of bare 15 
industries. This freed the private sector to set up industrial units 
quickly. 
Globalisation intends to integrate the Indian economy with the 
world economy. Four parameters to globalisation are: Unhindered 
(i) trade flows, (ii) Capital flows (iii) technology flows, and (iv) 
labour flows. The developed countries restrict the definitions to 
only three and omit labour flows, globalisation will remain 
incomplete. 
Measures promoting globalisations in India include: 
(i) Reduction of import duties. 
(ii) Encouragement of foreign investment through 
(a) Grant of automatic approval for direct foreign 
investment up to 51 per cent equity participation and 
joint ventures up to 74 percent. 
(b) Majority foreign equity holding up to 51 percent 
allowed in trading companies. 
(iii) Encouragement of foreign technology agreements within 
prescribed limited of payments in foreign exchange. 
Privatization is the process involving the private sector in the 
ownership or operation of a state owned undertaking. 
The reform process has helped to accelerate growth; the benefits 
of growth have not percolated to the poor and weaker sectors of 
the society. 
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TG No. I l l : 1 
Growth Rate of Gross Domestic Product 
(at 1980-81 prices) 
Year Growth Rate 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
0.9% 
5.0% 
4.5% 
6.7% 
6.3% 
6.8% 
Source: Government of India Economic survey (1996-97). 
Since the reform process was initiated the growth rate of the 
economy started picking up. GDP slumped down to 0.9% in 1991-
92 but started picking up thereafter. The average growth rate 
during last decade over 6 percent is an achievement of the reform 
process. This is an achievement, which has not been witnessed 
earlier during last 45 year of planning. 
The reform process, especially its emphasis on globalization, was 
intended to help the acceleration of growth process by attracting a 
large dose of foreign capital. The experience of successful 
developing countries indicates that rapid growth requires a 
sustained effort at mobilising saving and resources and deploying 
them in ways, which encourage efficient production. It also aimed 
at widening the net of resources mobilisation. 
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Capital Market Reforms: 
SEBI has been issuing guidelines from time to time for 
establishing a fair and transparent market. Some of the major 
measures announced by SEBI are briefly enumerated below: 
> Regulations for underwriters of capital issues and capital 
adequacy norms for stock brokers, sub-brokers, merchant 
bankers, portfolio managers, investment advisers, other such 
intermediaries and depositories, participants, custodian of 
securities. FIIs, credit rating agencies and other such 
intermediaries associated with stock exchanges were 
announced starting from October 1993. 
> RBI has liberalised the investment norms evolved for NRI's 
by allowing companies to accept capital contributions and 
issue shares and debentures to NRIs or overseas corporate 
bodies without prior permission. 
> The stock exchange were directed to broad-base their 
governing boards and change the composition of their 
arbitration, default and disciplinary committees. 
> RBI has liberalised the investment norms evolved for NIR's 
contributions and issue shares and debentures to NRIs or 
overseas corporate bodies without prior permission. 
> The Government has allowed foreign Institutional Investors 
(FIIs) such as pension funds, mutual funds, investment 
trusts, asset or portfolio management companies etc. to 
invest in the Indian capital market provided they register 
with SEBI. 
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> SEBI has made it compulsory for credit rating of debentures 
and bonds of more than 18 months maturity. 
One of the major achievements of the new economic reforms was 
that it provided a big boost to the inflow of foreign investment. 
An analysis of foreign investment flows for the period 1991-92 
and 1995-96 (Upto November, 95) reveals that the total investment 
flows of the order of US $ 11.744 billion were made, out of which 
direct investment accounted for US$ 3.694 billion i.e. 31.5 percent 
of total. As against it, portfolio investment accounted for US$ 
8.05 billion i.e. 68.5 percent of total. Direct foreign investment is 
less than one-third of total foreign investment and even of this, 
10.4 percent is contributed by NRI's. This implies that only 21.1 
percent (nearly one fifth of the total) is contributed by foreigners. 
TG No. I l l : 2 
Foreign Investment flows by category (USS million) 
A) Direct Investment 
(a) RBI automatic route 
(b) FIPB route 
(c) NRI (40% and 100%) 
B) Portfolio Investment 
(a) Flls 
(b) Euro-equities 
(c) Offshore funds and 
others 
Total A + B 
1991-92 
150 
-
87 
63 
8 
-
-
8 
158 
92-93 
341 
42 
238 
61 
92 
1 
86 
5 
433 
93-94 
620 
89 
314 
217 
3490 
1665 
1460 
365 
41 10 
94-95 
1314 
171 
701 
442 
3581 
1503 
1839 
239 
4895 
95-96* 
1269 
72 
762 
435 
879 
764 
60 
55 
2148 
Total 
3694 
374 
2102 
1218 
8050 
3933 
3445 
672 
I 1744 
% 
(31.5) 
3.2 
17.9 
10.4 
(68.5) 
33.5 
29.3 
5.7 
100.0 
*For April-Nov. 
Source : Government of India, Economic Survey (1995-96). 
Portfolio investment of the order of $8.05 billion is of 
speculative nature and is not money, which can take to fight in 
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period of political and economic uncertainty. It was not wise on 
tiie part of the government to permit portfolio investment because 
this has only strengthened the foreign business firm's control of 
the share market; such a course is not beneficial to the country. 
TG No. I l l : 3 
Direct Foreign Investment: Inflows vs. Approvals 
(US$ million) 
1991 
1992 
1993 
1994 
1995* 
Total (1991 -95) 
Approvals 
325 
1781 
3558 
4332 
4999 
14995 
Actual 
Inflows 
155 
233 
574 
958 
1517 
3437 
Actual inflows 
as % approvals 
47.5 
12.8 
16.0 
21.9 
29.9 
22.6 
Source: Government of India, Economic survey (1995-96) 
*upto Sept 1995. 
Note: Approval and inflows includes NRI Investment as well. 
The above data about foreign direct investment (FDI) 
approvals and actual inflows reveals that although during 1991-95 
(upto Sept. 1995) approvals of FDI of the order of US$ 14.995 
billion were given, actual inflows accounted for barely US $3,437 
billion i.e. 26 percent of total approvals. Obviously, the realised 
FDI is less than one fourth of the total approvals. Unless the tag 
between the actual inflows and approval is reduced the role of FDI 
in giving a boost to our economy would remain a myth\ (See table 
Chapter-3: Economic Reforms <& its Impact on Capital Market 
TG No. Ill: 4 Foreign Investment approvals in India Vis-a-vis 
actual inflows). 
The government's intentions to attract FDI are earnest but inflows 
are falling. One step forward, two steps backward. That's what 
India's FDI policy has been ever since after liberalization. The 
government will have to do a lot more than only open up the 
economy in letters and announce policies for foreign inflows. It 
will have to ensure that the staff, including officers at every level, 
will have to change their mindset and work for the creation of 
congenial environment where paper work is minimal and norms are 
clear. Making the working environment more investor friendly, 
liberalising policies and decentralizing the approval process. 
Establishing a single point interface between foreign investors, 
their by achieving single window clearance. 
.... the fall is more steep is direct investment rather than portfolio 
investment^. (See table TG No. Ill: 5 Decline in Foreign 
Investment). 
Impact of stock exchange on economic growth: 
Stock market has impact on economic growth by the creation of 
liquidity. Liquid equity markets render investment less risky and 
more attractive by allowing savers to acquire an asset and sell it 
quickly and cheaply if they need access to their savings or alter 
their Portfolios. At the same time companies can raise equity and 
enjoy a permanent access. Liquid markets improve the allocation 
of capital and enhance the prospects for long-term growth. 
Liquidity provided by stock markets renders investment less risky 
and more profitable. In the words of Levine, " investors will come 
if they can leave". 
TG No. I l l : 4 
Foreign Investment approvals in India Vis-a-vis actual inflows 
W - i (Rs bn) 
) 0 0 -
iOO-
100-
iOO-
! 0 0 -
100-
f^ 
Q Apptwab 
• Actual Inflows 
1991 ' i " ' '~mi I i l l J . i . , . W • L, I 
e 
Jill 
l " ' 1995 • l " ' l " ' "998 ' 1999* -•l 
Note * :Up to June 1999. Amount includes NRI investnenb. 
Source: Financial express 'Think tank FDI' April 14, 2000 
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Source: Financial express 'Think tank FDI' April 14, 2000 
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Impact of Industrial Policy (IP) 1991: 
Along with industrial delicensing, IP 1991brought significant 
changes in the foreign investment policy. These changes are 
designed to attract enhanced capital inflows into India on a 
sustained basis and to encourage technology collaborations 
agreements between Indian and foreign firms. Today India 
welcome FDI in virtually every sector of economy except those of 
strategic concern such as defence, railway, and atomic energy. 
Foreign trading companies are encouraged to assist export 
activities. Foreign equity proposal unlike in the past, need not 
necessarily be accompanied by foreign technology agreements. 
Accordingly, the Foreign Exchange Regulation Act (FERA) 1973 
has been amended. The salient features of the new policies 
towards foreign investment are: 
1. Automatic approval for foreign equity participation up to 5 1 
percent is granted in high priority industries. 
2. Foreign trading companies can have up to 51 percent share 
in trading houses engaged in export activity. 
3. Foreign investment in hotel and tourism related industry up 
to 51 percent equity is permitted and in mining sector up to 
50 percent. 
4. Use of foreign brand names/trade marks for sale of goods in 
India is permitted. 
5. Foreign equity up to 100 percent is encouraged in export 
oriented units power sector, electronics and software 
technology parks. 
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6. Foreign equity is permitted even in small-scale enterprises 
up to 24 percent. 
7. Recently a Foreign Investment Promotion Council (FIPC) 
has been formed which will formulate guidelines for policy 
as well as promote investment opportunities in the country. 
8. A foreign Investment project proposal has to get a clearance 
from Secretariat of Industrial Approvals (SIA) or Foreign 
Investment Promotion Board. 
9. Foreign companies engaged abroad might open branch 
offices/project offices in India, with necessary permission of 
RBI. 
10. Repatriation of capital and sales proceeds: 
Foreign capitals invested in India are allowed to be repatriated 
with capital appreciation, if any, after payment of taxes due on 
them. And repatriation of sale proceeds of assets held in India is 
also allowed with prior RBI approvals subject to payment of 
applicable taxes. 
Developments in the capital Markets: 
The role of stock exchange has acquired significance in 
mobilisation of savings and channelisation into productive 
investment only in 70s and 80s though market was subject to 
government control and regulations. In nineties, the capital 
markets, however, have emerged as an important source of capital 
mobilisation and witnessed considerable growth, following 
comprehensive set of reforms introduced in these areas as a part of 
financial sector reforms. 
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The extent of growth in capital markets in India can be measured 
by the fact that as against an amount of about $6 billion equivalent 
mobilised during the 10 year period upto 1990-91 the amount 
mobilised during six years between 1991-92 to 1997-98 increased 
over eleven-fold to around $68 billion. In 1990 the pre-reform 
period, 75% of incremental financial saving went to banks 
approximately 25% to capital markets. In 1996 the banking sector 
received 47% of the household savings and the equity market 
53%.^ Thus there has been a marked shift towards capital markets 
from the traditional banking system. 
The secondary market too has grown significantly and market 
capitalisation on National Stock Exchange (NSE) has increased 
from $94 billion in November 1994 to $132 billion in April 1998. 
Net cumulative portfolio investments by FIIs have crossed $9 
billion mark. The substantial flow of foreign portfolio investments 
has made the trade volume on stock exchanges increase 
considerably. 
Capital market in the post liberalisation era: 
Thanks to series of comprehensive reforms measures introduced by 
the government of India since 1991-92, that the capital markets 
have reached these levels. Among the various measures introduced 
the abolition of office of controller of capital issue together with 
free pricing of issues by corporate constitute perhaps the most 
important developments in the capital market in the post reform 
era. Another landmark was the establishment of securities and 
exchange broad of India (SEBI) with statutory functions and 
powers to bring about a healthy and orderly growth of the capital 
market. SEBI has truly transformed the capital market through a 
series of well designed and well-sequenced reforms measures 
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introduced over the last few years covering both the primary and 
secondary markets. 
To protect interests of investing community and also to provide 
greater flexibility to the issuers the SEBI issued a new set of 
guidelines on Capital Issues in 1992. Companies in India can now 
enter the market directly with a variety of instruments and 
determine issue prices in accordance with their market perceptions 
and in conformity with certain guidelines relating to disclosure 
and investor protection. Also, no longer offer documents need to 
be vetted by the SEBI; merchant bankers/issuers would remain 
responsible for ensuring compliance with the norms on disclosure 
and investment protection prescribed by SEBI. 
In addition several new market intermediaries including mutual 
funds and FIIS have been permitted to operate, making the capital 
markets much more diversified. Several reform measures have 
been introduced to attract investments from FIIs both in the 
primary and secondary markets. 
The emphasis on the secondary market reforms has been towards 
upgradiation of post trade infrastructure to international levels. 
Secondary market policy improvements assumed the form of 
greater transparency in trading system, reduced settlement cycles, 
extension of screen based trading and introduction of forward 
trading with adequate safeguards. 
In India, as the reform process gains momentum, capital markets 
have to play an important role as provider of capital resources. 
The resource requirements to sustain a higher growth and 
especially the investment needs of the infrastructure sector are 
indeed very large. Much of the needed investment is expected to 
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come from increased private sector participation in industrial 
development. In this context an efficient capital market institution 
becomes a pre-requisite for providing a conducive framework for 
investors, issues and various financial intermediaries. 
With a sharp increase in the number of companies accessing 
capital markets and the burgeoning investor population in the 
initial phase of reforms considerable strain had been placed on 
systems and procedures in stock exchanges combined with the 
extremely cumbersome and time consuming procedure for taking 
and giving deliveries of scrip's, the existing mechanism was found 
to be quite inadequate to operate efficiently. Therefore, a need was 
felt for an alternative mechanism. Screen based trading systems 
and automated settlement systems were considered to be essential. 
Thus, was born the National Stock Exchange of India (NSE) in 
1994 which introduced for the first time in India nation-wide fully 
automated screen based trading facilities to investors in the line 
with international markets. NSE has now carved a niche for itself 
with its commitment to efficient operations, discipline and 
transparency of systems and procedures and in less than 5 years 
has emerged as the country's largest stock exchange. 
Another important development has been the setting up of 
National Securities Depository Ltd. (NSDL) which has ushered in 
an era of dematerialised trading, NSDL was set up jointly by IDBI, 
UTI and NSE is moving fast towards a cost effective national 
clearance and depository system. This will help in cutting 
transactions costs, significantly reducing delays in transfer of 
ownership of securities, creating liquidity for holdings and 
ensuring better investor protection. The first on and half years of 
NSDL saw several developments on depository front. The 
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depository infrastructure grew with more companies, depository 
participants (DPs) and stock exchanges joining NSDL. As on date 
203 companies constituting 60 percent of total market 
capitalisation, have entered into agreements with NSDL. Amongst 
these, a dematerialised facility is available for shares of around 
184 companies. At present NSDL has around 55 depository 
participants, who are catering to the investors from 219 locations 
across country.^ Further, the two largest stock exchanges viz NSE 
and BSE have joined NSDL to facilitate settlement of trades 
executed in their dematerialised segments. It is very encouraging 
to note that many global custodians have recommended the use of 
NSDL to their clients in the US and other countries. SEBI has 
made it mandatory for FIIs, MPs, Banks and FIs to sell only in the 
dematerialised segment with respect to select list of securities. 
SEBI has also allowed delivery of dematerialised shares in 
physical segment of NSE and BSE thereby alleviating all concerns 
relating to the liquidity of dematerialised holdings. 
Challenges facing the capital market: 
Some of the challenges faced by the capital markets in India, 
which needs to be adequately addressed to realise the vision of an 
efficient market system. It is a fairly known fact that the capital 
markets in India are going through a very subdued phase. The total 
number of public Issues that hit the market in the year 1998-99 
was 32, garnering about Rs. 7000 crore against 1343 issues 
aggregating over Rs. 13000 in the year 1994-95. Out of Rs. 7000 
core raised during 1998-99, nearly an amount of Rs. 6500 crore 
was accounted for debt issues by developmental financial 
Institutions; equity assurances aggregated a mere Rs. 500 crore. 
Its evident that equity offerings are no longer a favourite with-
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Indian investors. Over the years there has been a paradigm shift 
towards fixed income securities and now, after the recent decision 
to make incomes from mutual funds tax free, most mutual fund 
schemes are also drawing overwhelming response. 
1992-93 to 1994-95 
• Liberalization was introduced in the economy and import 
restrictions were gradually reduced. SEBI was set up. The 
concept of pricing as per a pre-determined formula prescribed 
by controller of capital issues (CCI) was done away with and 
free pricing regime came into being. 
• Industrialists and other financial intermediates perhaps, failed 
in their vision to comprehend the effect of liberalisation and 
continued the unabated expansion/diversification spree without 
realising that excess capacities were being built up in the 
economy. Several fly-by night operators joined the bandwagon 
and capitalised on the bullish market sentiments. 
• Investors too continued to flock in, without realising that the 
excess capacities on account of fresh capacity build-up and 
imports may adversely affect the performance of such 
companies. 
• On account of the then prevailing buoyant market, almost all 
issues received overwhelming responses. Investors also made 
handsome gains in the initial period of one to two years. 
However, as the performance of most of these companies could 
not meet the expectations of the investors subsequently, the 
secondary market prices of such companies took a beatine. 
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1995-96 onwards: 
• Most issuers were not able to keep up their financial 
performance in the latter years. 
• Investors had lost heavily on their investments and were keen 
to offload their holding even at a loss, leading to huge floating 
stocks in the market. 
• Investors shied away from equity investments and moved over 
to fixed income securities. 
• The change in the investor psyche has, thus, been a result of the 
factors outlined above. In the primary equity market a major 
challenge currently is the revival of the depressed conditions of 
the market. The sluggishness of the primary equity market 
which is continuing for over two years is attributed to various 
factors including investors apathy which is mainly due to poor 
performance of large number of scrip's floated with a high 
premia during 1993-95 following freeing of the pricing. The 
matter was compounded by irregularities noticed in the pricing 
of some of the issue, which imparted a considerable negative 
influence in the minds of investors. Further, there was a 
liquidity constraint in the financial system during 1995-96 and 
large part of 1996-97, which led to spurt in interest rates 
diverting investor's preference from equity to debt issues in the 
primary market. 
The continued subdued nature of the primary equity market has 
become an area of major concern, as it hampering implementation 
of many industrial projects causing time and cost overruns and 
thereby affecting the industrial growth of the country. 
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The secondary equity market has also remained subdued over the 
past few years, although it has shown some revival trends, 
confined to few select scrips. In a way revival of primary equity 
market depends crucially on the health of the secondary market. 
Policy reforms in the secondary market have been quite 
comprehensive so far as the creation of efficient and transparent 
infrastructure is concerned. India today had NSE and BSE, which 
provides screen, based automated and transparent trading. Post 
trading facilities have improved considerably with the setting up 
of National Securities Depository Ltd. other exchanges have also 
now computerised their operations, settlement cycles are being 
rigidly followed. There is also a gradual shift towards demat form 
of trading. However, secondary markets have come to be 
dominated by the FIIs. The recent events in South-East Asia have 
to some extent affected their sentiments. What is required is to 
make the Indian financial Institute participate to a much larger 
extent than they are doing today. UTI and other mutual funds as 
w ell as L i e have to be much more active ,01^  Mj^ e^ secondary 
markets. 
Derivative Products: 
'r-^6}y3 '• 
V 
Another important challenge before Ind,ja« p^pftal market is the 
development of market for derivative products. Developed capital 
markets have all introduced derivative products in financial 
markets. In India this is a new evolving concept. 
Prior to globalisation of Indian economy the stock markets were 
somewhat insulated from international influence. This is not the 
case any more The recent S.E. Asian crisis has shown that due to 
high degree of integration or linkage among financial markets; the 
crisis can be quickly transmitted to other financial markets. In an 
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integrated global economy, it is imperative to take steps to 
regulate the markets effectively so as to retain investor confidence 
in a country's economy and particularly the stock market. 
In short liberalisation in capital market has resulted in many 
improvement in the functioning of the stock market, there are 
several aspect, which still needs merit attention so that capital 
market can play a meaningful role in industrial and economic 
development. The sluggish trend in primary equity market needs to 
be reversed by restoring investor's confidence in the market. 
Secondary market trading needs to be broad based and various 
intermediaries, both in primary and secondary market should be 
strengthened to confirm to international standards. Regulatory and 
other aspects need to be looked into. Also Indian capital market 
should mature to introduce derivative products for risk 
management in capital market. 
The recent South East Asian crisis needs to be carefully studied. A 
market-oriented system with appropriate regulation lead to growth 
with stability, otherwise there may be shocks both external and 
internal which might destabilise the economy. 
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ChQpter-4-. Trading, Clearing & Settlement in Stock Exchanges 
Trading in Stock Exchange takes place either on the basis of the 
Auction system on a trading floor which is order driven or customer 
driven or a Broker-Dealer market which is quote driven or dealer 
driven. World over every stock market uses one of the two trading 
systems or a hybrid of both. In an order driven system customers buy 
and sell orders, reach a central point where they are matched. In a 
quote driven system dealers compete to give customers the best price. 
Electronic trading simply carries out the same functions 
automatically. In order driven markets it matches buyers and the 
sellers and in a quote driven ones it finds for the customer the best 
price available. An example of Auction Market which is order driven 
is New York Stock Exchange (NYSE); and a broker dealer market 
which is a quote driven or dealer driven is the over the counter 
market served by a computerized network called National 
Associat ion of Security Dealers Automated Quotation System 
(NASDAQ). BSE is a hybrid market, option market which is quote 
driven. NSE is an order driven market based on auction system with 
fully automated screen based trading system. 
In auction market there is a single designated market maker (The 
Special is t) . Specialists ensure greater liquidity because they are 
obliged to stand in the market all the time and an auction system 
based on a current high bid-low offer. Those not meeting either of 
those prices may not participate in the auction. The auction system 
allows the buyer and the seller to find a mutually agreeable price 
with no intervention of Broker-Dealers . Auction plus specialist 
market offers most protection to investors especially retail ones. 
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On the other hand, Broker-Dealer market such as the over the counter 
market is a negotiated market. Competing market makers are obliged 
to quote prices through system. Market makers offering best price are 
assigned orders on a rotating basis. Prices are arrived by dealers 
negotiating with other dealers in order to arrive at best prices. 
Dealers make two sides (bid-offer) market by quoting a price they 
would pay a prospective seller (Bid) or a price they would charge a 
prospective buyer (Offer). A quick scan of an electronic screen 
instantly reveals the best market for an order. 
The Auction market and Broker-Dealer market depend for their 
effective functioning on Specialist and Market makers respectively. 
To make a market means that the dealers create and maintain a 
market in a security. The Dealer ' s quotations consist of his bid and 
offer prices. The price at which a dealer will sell a given security is 
called his asked price or offer. The difference between bid and offer 
prices in any quotation is the spread. 
B O M B A Y S T O C K E X C H A N G E : H Y B R I D M A R K E T 
BSE is a hybrid with auction type of trading where bids and offers 
being made by open out cry and quote driven system is prevalent. 
BSE was influenced by the pattern set by London Stock Exchange 
(LSE), which had an auction type of market with jobbers giving two-
way quotes. A jobber had no duty in (LSE) to maintain an orderly 
and continuous market like the specialist at NYSE. Jobbers were 
acting on their own behalf and never as agents. Their income was 
derived from spread. As a result, large price discontinuit ies were 
common. Later in 1987, London adopted NASDAQ system and 
jobbers went out of the picture. BSE has an informal system of 
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jobbers . Computerisation and screen based trading had rendered 
jobbers redundant. But even in screen based trading market makers 
are required as NASDAQ has. 
M a r g i n T r a d i n g : 
Margin accounts or margin trading is in vogue in many countries. In 
case of margin accounts investors have to furnish more information 
because they are applying for permission to buy securities on credit. 
Through margin trading customer gains leverage by the use of 
borrowed funds. Margin accounts can also be used for short sales 
spreads, as a device to procure quick and easy loans etc. When 
investors buy securities on margin, they buy some shares with cash 
and borrow from broker to pay for additional shares; using the paid 
shares as collateral. 
Kinds Of O r d e r s Used In T r a d i n g S h a r e s : 
Familiarity with different kinds of orders would enable investors and 
brokers to know their rights and their liabilities and results to expect 
from different orders. Orders may be classified according to (1) Size 
(2) Type of transactions (3) Price limits (4) Time limits (5) Special 
Types. 
1. By Size of the Orders: 
Market Lot/Round Lot«& Odd Lot' 
Market Lot/ Round Lot: - A Fixed minimum number, in which or 
in multiple of which, shares are bought & sold on the stock 
exchange. For shares whose face value is Rs. 10, the marketable or 
trading lot may be 50 or 100. For Rs.lOO shares the market lot is 
usually 5 or 10. 
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Odd Lot: - Any number of shares less than the market lot makes an 
odd lot. It arises from Bonus or Rights issues. For odd lot the selling 
price for the investor is lower than normal, but the buying price is 
higher. 
2. By Type of Transactions: -
Buy or sell order is placed when a rise in market price is anticipated. 
Such order represent establishment of a long position or may cover a 
short position. 
Long position - Holding of securities in the expectation of a price 
rise in the future, when a sale will realise profit. 
Short position - Shares, which a person has sold short by delivering, 
borrowed certificates, but which he has not yet covered by actually 
buying shares to repay the loan as on a particular date. 
Sell orders may be for selling either long or short. Selling long 
would constitute a liquidation of a long position. Selling short is in 
anticipation of a price decline. 
Short Selling: -
Can be defined as sale of any security, which the seller does not own, 
or any sale, which is consummated by the delivery of a security, 
borrowed by or for the account of seller. The short seller may have to 
borrow stock because he does not own it or he may own it but prefers 
to sell it short. When a share is sold short, the short seller expects 
the price to fall and wants to profit from that price fall. 
3. P r ice Limits: -
(i) Market Order - Order to the stockbroker to buy or sell a 
share at the best available price. 
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(ii) Limit Order - Tlie client gives the stoclcbroker the price limit 
above which he cannot buy or below which he cannot sell. 
There will also be a time limit. In a sharply rising or falling 
market such an order may result in no buying or selling. 
4. Time Limits: -
All orders are day orders unless specified. Other orders are week 
orders, month orders or open orders. Open orders or GUC (Good 
Until Cancelled) are used when investors believe that they will get 
the share at a specific price they have in mind. 
5. Special type of Orders: -
They are designed to protect customers existing profit or limit 
losses. They are in the nature of suspended order coming into 
effect if the share touches or passes by certain price. 
(i) Stop Orders and Limit Orders - Limit Order to buy is placed 
below the market and the reverse to sell. Stop Limit order 
specifies the stop price and limit price at which the customer 
is willing to buy or sell. 
(ii) Discretionary order - Here the customer gives latitude to the 
broker to fill the given order. 
(iii) Immediate or Cancel - It specifies a price and demands 
execution or cancellation immediately. The trader may feel 
as much as possible and cancel the remainder. 
(iv) Fill or Kill Order - An order to a stockbroker to buy or sell a 
particular share or shares immediately. If the order is not 
executed at once, it should be treated as cancelled. 
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(v) All or None - Here price is specified but requires the filling 
of an entire order. 
(vi) Do Not Reduce (DNR) - A limit order to buy or sell is 
reduced automatically when a share goes ex-dividend. 
(vii) Contingent Orders - The order instructs the broker to do 
something only after something else has been done. The 
order may be to sell a share at one price and when sold 
immediately to buy another. 
(viii) A Switch - Order specifies price difference that is sell one 
and buy another at a specified price difference per share or 
more. Brokers are responsible for filling them properly. 
(ix) Scale Order - Order to the broker to buy or sell a fairly large 
number of shares in stages, in smaller lots so that the price 
does not shoot up or dip suddenly. The client can get the 
benefit of an average. 
(x) Stop Loss - A cl ient 's order to his broker to sell a share if 
its market price falls to a certain level below the current 
price. It is a means of protecting ones profit or reducing ones 
loss while waiting for the market to recover. For example 
one may have bought TISCO at Rs.300. The price rises to 
Rs.500 and is expected to rise further. The investor wishes to 
protect his profit already made while waiting for further rise. 
He may therefore give a stop loss order to his broker to sell 
at Rs.450 so that his entire profit does not melt away. 
(xi) Cancel Order - There are two types of cancel orders (1) 
Straight Cancel (2) Cancel Former Order. Straight Cancel 
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cancels the previous orders and Cancel Former Order also 
cancels previous order but is replaced by a new order with 
some alteration in character. 
R a t i o n a l e F o r M a r g i n s : 
Under the current clearing and sett lement system in India, if an 
investor buys and subsequently sells or sells and subsequently buys 
the same number of shares of a stock during a sett lement period he or 
she does not need to take or make delivery of shares and can pay or 
receive the difference between the sell and buy prices. A very short 
term and speculative investment is thus possible at a relatively low 
cost. F I I ' s and domestic insti tutional investors are not permitted to 
trade without delivery. One of SEBI ' s primary concerns is the risk of 
sett lement chaos that may be caused by increasing number of non-
delivery transactions, as the stock market gets excessively 
speculative. Short selling is an integral part of margin t rading. 
Stock L e n d i n g : 
A short delivery takes place when a broker, a custodian or the 
clearing house delivers fewer securities then what were contracted 
for to either another broker, custodian or the clearing house. This 
phenomenon is known as short delivery. A stock-lending scheme 
reduces the likelihood of short deliveries in the market. A stock 
lending scheme would enable a seller to borrow shares for a specific 
period for a fee under a share lending contract; and deliver them to a 
buyer to settle a transaction. At a later date and at the expiry of the 
contract the seller acquires the shares by purchasing them from the 
market or by further borrowing and returns them to the lender. The 
system facilitates margin trading as well as arbitrage activit ies using 
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stock index futures and options. Margin trading would possibly 
replace the badia system and further enhance the liquidity of stocks. 
C u s t o d i a n s : 
An FII is required to appoint a custodian for its port folio 
investments in India. A custodian in India provides FII ' s with the 
following services. :-
• Settlement services that is receipt and delivery of securit ies, 
execution of transfer deeds, for securities sold etc.; 
• Lodgement of securities bought with the registrar or transfer 
agent; 
• Safe keeping of securit ies; 
• Dividend collection and reporting; 
• Collection of withholding taxes on capital gains; 
• Corporate actions which involves tracking entitlement etc.; 
Custodians registered with SEBI to provide custodial services in 
India include:-
1. ANZ Grindlays Bank 
2. Citibank 
3. HSBC, ICICI 
4. Stock Holding Corporation of India Ltd. 
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TRADING IN SHARES ON INDIA STOCK EXCHANGE 
(Other than NSE and Online Stock Exchanges) 
On receipt of an order to buy or sell, the member of the Stock 
exchange have three alternatives to execute the orders: Go to the 
trading ring, set-off matching transactions of purchase and sell and 
purchase and sale out of the stock held by him. Communication is 
either verbal or through hand signals. Traders within the trading ring 
can communicate with their office on internal phones within the ring. 
In the trading ring jobbers or market makers stand at specific 
locations called trading posts and announce continuously the two way 
quotes for the scripts traded at the posts. As there is no prohibition 
on jobber acting as a broker any member is free to do jobbing on any 
day. 
On striking a deal, traders enter abbreviated details in small books 
called Sauda Books. At the end of the trading period, all details are 
transferred to sauda sheet, which is handed over to the computer 
dept. for processing. Any transaction outside trading hours is termed 
as curb trading. Trading in shares is broadly classified into two 
groups i.e. specified and non-specified shares called A & B groups. 
BSE has further classified B group into two groups i.e. Bl & B2 to 
reduce the settlement burden. A group and Bl group are settled 
through the clearinghouse and have the same trading or settlement 
cycle and procedures. Badla or carry forward facility is not available 
for Bl group securities. In a weekly settlement trades are settled only 
at the end of the week and pay in or delivery takes place during 
subsequent week. 
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Cr i t er ia For I n c l u s i o n In Spec i f i ed Lis t : 
The selection of shares for inclusion in specified list depends on the 
following criteria. 
1. The company 's share should have been listed for a period of three 
years. 
2. The company should have an issued capital of at least Rs. 75 
Crores with market capitalisation of two to three times thereof. 
3. The number of shares publicly held should be at least Rs.4.5 
Crores F.V. (face value) 
4. The company must have at least 10,000 public shareholders. 
5. The company must be growth oriented and dividend paying. 
6. Shares of the company should have been actively traded during 
preceding six months. 
S e t t l e m e n t P r o c e d u r e s : 
With the introduction of depository system, where ownership of 
securities is recorded electronically and no physical certificate exist, 
has paved the way for switching the Indian settlement system to a 
daily rolling basis from a batch basis. There are three key words to 
understand the India settlement system. 
1. Settlement Period (or Trading period) 
2. Pay-in Day 
3. Pay-out Day 
Stock exchanges in India divide one-year periods into periods of 7 
calendar days, known as a settlement period/account period on BSE 
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and a trading period on NSE. Usually there are 5 trading days during 
a settlement period since there are no trades on Saturdays and 
Sundays. The transactions entered during a settlement period/trading 
period are settled on a set of pay-in day and pay-out day. 
The pay-in day is the day when brokers have to make payments to the 
clearing house of the exchange for all purchases in the preceding 
settlement period and to deliver security certificates, together with 
transfer deeds, for all sales made by them in the same settlement 
period. Delivery and receipt takes place only for securities in a 
physical form. An electronic transfer of balance is made between 
relevant accounts for securities in a book entry form on the pay-in 
and pay-out. 
For securities in a physical form the pay-out day falls four working 
days after the pay-in day on BSE and two working days on NSE. 
Under a book entry system, the sett lement for funds and securities 
can take place on single day. If an investor buys and sells the same 
quantity of the same stock during the same sett lement/ trading period 
he/she can square of his/her orders and trades can be reversed by 
contra transactions entered into during the same set t lement/ trading 
period and consequently result in no delivery. This method of trading 
is very popular in the Indian stock markets for speculative purposes, 
through Indian institutions; mutual funds and FII ' s are not permitted 
to conduct such transactions. 
BSE has made considerable improvement to its sett lement system. 
There are two segments of equity trades on the BSE from the point of 
view of settlement periods."* 
1. Ordinary Settlement segment and 
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2. The rolling settlement segment which is also known as Sunshine 
segment. 
Trades executed in the ordinary settlement segment are settled in two 
ways: 
1. Settlement through the clearing house and 
2. Hand delivery 
Settlement through the clearinghouse: 
All BSE listed stocks follow a 7 day settlement period in the ordinary 
segment and can be settled through the BSE's clearing house i.e. 
Bank of India Shareholding Ltd. All trades executed during 
settlement period are then settled during the subsequent weeks. Table 
TG No. IV: 1 gives the sequential steps of (1) the ordinary settlement 
(2) the rectification of a short delivery and (3) the rectification of 
short delivery. 
Table TG No. IV: 1 
TYPICAL SETTLEMENT CYCLE OF BSE 
WEEK 
1 
2 
DAY 
Monday 
Friday 
Monday 
Thursday 
Friday 
ACTIVITIES 
The Settlement Period starts. 
The Settlement Period ends. 
• The BSE issues settlement reports to its members. 
Pay-in-day 
• The Selling brokers or custodians deliver shares to the 
Clearing house. 
• The buying brokers or custodians deliver cheques to 
the 
Clearing house. 
• Buying brokers' bank accounts are debited and the 
Cheques are encashed by 10:30 a.m. 
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Saturday Pay-out day 
• The clearing house credits bank accounts of the selling 
Brokers or custodians, and release the cheques to the selling 
brokers or custodians. 
Monday • The clearing house, on behalf of the selling brokers or 
Custodians who have not delivered in full, puts up the short 
delivery for auction. Short delivery is auctioned or closed out. 
• The buying brokers or custodians examine delivered 
Securities and report bad delivery (if any) to the clearing 
house 
by 7:00 p.m. 
Tuesday • The selling brokers or custodians collect the rectified 
delivery from the clearing house. 
Wednesday • The selling brokers or custodians rectify the delivery or 
Give non-rectification notices to the clearinghouse. 
• The selling and buying brokers sign confirmation 
letters 
For rectification and submit them to the clearing house. 
• The selling brokers or custodians deliver the rectified 
securities to the clearing house. 
Thursday • The buying brokers or custodians collect the rectified 
delivery from the clearing house. 
Monday • If the selling brokers or custodians fail to rectify the 
bad 
Delivery, the securities will be auctioned. 
* This settlement cycle is effective from January 1998. 
Source : BSE. 
Hand Delivery Trade: 
This type of trade is popular among BSE members. The selling and 
the buying member broker mutually agree on the price delivery and 
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payment terms of the transaction. The selling broker delivers the 
securities directly to the buying broker in exchange for the funds on 
a DVP basis. Since they do not go through the clearinghouse these 
trades are not protected by automatic buy-ins, bad deliver cells and 
other facilities that the clearinghouse provides. 
S u n s h i n e S e g m e n t / R o l l i n g Se t t l emen t 
Started full-scale operation on 1 '^ September 1997 with the aim of 
wooing institutional investors back to BSE. In this segment trades 
settle on a daily rolling basis on the fifth working day from their 
trade day (the trade day is counted as T + O). This settlement cycle is 
conventionally termed as T + 5. For e.g. a transaction made on 
Monday pay-in and pay-out for funds and securities on next Monday. 
BSE is planning to reduce the settlement cycle to T + 3. 
In case of rolling settlement trades are netted on a daily basis, 
position cannot be carried over to the next day, therefore speculation 
is limited to a day rather than a week. The benefits of rolling 
settlement are: 
> Reduction of risk since each trading day position would come up 
for settlement on same day. 
> The process of price formation in the cash market would improve 
considerately. 
> The anomalies of the present system in which the prices in the 
cash and forward market are mixed up would be avoided. 
> The seller and buyers get early the monies and securities 
respectively for their sale and purchase transactions. 
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The pre-requisi te for rolling settlement is dematerial isation. Since 
rolling settlement involves the conversion of the market into a cash 
market, there is no mechanism to introduce speculators who provide 
the bulk of volume. Barely 10% of the market is cash market and the 
rest of the transactions represent the forward market. Delays in the 
cheque clearance are also likely to come in the way of rolling 
settlement. 
In rolling sett lements, T + 3 or T + 5 denotes after how many days 
the trades done on T day will be settled. Since the movement of 
money payment and securities deliveries needs to be very fast in 
rolling sett lements, the investors need to consider the depository and 
banking infrastructure available at his location. The scrip codes 
falling in the 5 lacs series represents scripts which would be settled 
on rolling settlement basis moreover, scrip ID has a suffix DM for 
the rolling sett lements. 
S e t t l e m e n t T r o u b l e s : 
Settlement troubles in the Indian stock market can be generally 
categorised as follows: 
> Short deliveries; 
> Bad deliveries; and 
> Objections to transfer 
In spite of transactions being based on physical certificates, safe 
keeping of certificates with brokers would lessen the need for their 
physical hauling around. But this system is not popular in India 
because in general Indian investors did not trust their brokers to safe 
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keep their shares for them. The main cause of settlement trouble is 
the high level of speculation existing in Indian stock market. 
Short Delivery: 
A short delivery takes place when a broker, custodian or the 
clearinghouse delivers fewer securities than what were contracted for 
either to another broker, a custodian or the clearinghouse. 
Bad Delivery: 
A bad delivery is a delivery of shares certificates and their 
accompanying transfer deed that have an obvious defect, such as 
absence of a broker's stamp from the transfer deed. 
Objection To Transfer: 
If defective share certificates or transfer deeds look likely it lead to 
an objection of transfer, the delivered share certificate is usually 
rejected on the ground of bad delivery as a precautionary measure. 
The defects include -
* Mismatching of any of the distinctive number Range (" DNR"), the 
certificate number or the registered folio number with those on the 
company's register. 
* Signature difference. 
* Stolen certificates. 
More and more stolen share certificates have been shipping into the 
system as the recent economic reform has made Indian criminals 
realize the pecuniary value of share certificates. There was no time 
limit for rectification of objected certificates and these typically took 
many months to rectify. This was one of the notorious features that 
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kept away foreign investors from the Indian stock market. SEBI has 
mandated the creation of a Bad delivery cell (BDC) at each stock 
exchange. BDC plays the role of a centralized Bad delivery 
rectification agency. BDC rectify the process of objections between 
buying and the selling brokers whether belonging to the same or 
different stock exchanges. BSE set up its BDC in December 1997. 
Buying brokers submits objected share certificates to BDC every 
Tuesday. The whole process of rectification takes maximum of 45 
days. It should be noted that only trades settl ing through the 
clearinghouse enjoy the benefit of the B D C ' 
R e g i s t r a t i o n F o r T r a n s f e r : 
Once the trade is duly settled, delivered shares can either be sold 
again in another transaction and delivered to next buying broker or 
custodian as long as their transfer deed is valid or sent to the 
registrar or the transfer agent for registration. 
The title to share certificate passes b>' delivery. 
Time for Registration : 
Registration guidelines were set among Indian registrars in August 
1996 that : 
* the registrars would intimate the custodians the status of deliveries 
within seven days of the submission of share certificates. 
* in case of objections, the registrars would be required to retun the 
shares within seven days; & 
* Good deliveries would be transferred and sent back to transferees 
within 30 days. 
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Precautionary measures in order to reduce the probabili ty of 
settlement troubles. Such measures include : 
• Dealing only with well-known and reputed brokers; 
• Avoiding deals where many brokers are involved; 
• Settling trades through clearing house to ensure guarantee of 
trades done; 
• Entertaining orders only from investors with good references; 
• Collecting funds or securities from the broker or the custodian / 
investor before the pay-in day; and 
• Following up with the brokers prior to the settlement so as to 
confirm their actual ability to deliver. 
Timely settlement of the executed deals is the essence of effective 
management of the stock exchange. In case of screen based on line 
trading stock exchanges liker BSE, settlement of transaction depends 
on the nature of shares, specified or non-specified. 
Debt S e g m e n t s ; 
With the opening of Indian Corporate and government debt 
investment to FII ' s BSE had re-activated corporate debt securities 
trading and also re-activated government securities through a rolling 
settlement on the BSE on-line trading systems (BOLT). ^ 
BSE commenced trading in corporate bonds in September 1996, with 
maturity ranging from 1 to 9 years are listed on BSE. The market 
segment for corporate debt securities listed on BSE is called T ' 
Group, which stands for fixed income securit ies. BSE also proposed 
for trading in government securities under ' G ' Group segment which 
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include government securit ies, government-guarantee bonds, 
financial institutions bonds, public sector undertaking bonds, and 
money market instruments include treasury bills, commercial papers 
etc. All trades of ' G ' group securities are planned to be settled 
through a central clearinghouse. 
F o r w a r d T r a d i n g And S p e c u l a t i o n : 
Forward trading or carry over trading is also known as badla trading, 
is allowed on BSE. It is a speculated system, which allows and 
investor to carry over his/her transaction of a particular stock to the 
next settlement cycle without cash settlement in the current cycle. It 
provides a great deal of liquidity to the securities market 
C o n t a n g o : 
Also known as "Seedha Badla" in Indian stock exchange when a bull 
buys in the anticipation of an immediate rise in price, but finds that 
the price has not risen, he may either pay for the shares and take 
delivery, or he may carry over his transactions to the next accounting 
period by paying carry over charges or "Seedha Badla" to the seller. 
Backwardation: (Ulta Badla) 
When a bear sells in anticipation of a fall in prices in the immediate 
future (so that he can pick up the shares later for delivery and make a 
profit), but fall does not happen within the accounting period he has 
the option to borrow or buy the shares for delivery or have his sales 
carried over to the next accounting period on payment of ulta badla 
or backwardation charges to the buyer. Badla is financed by 
"badliwala". 
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Forward Trading: 
Contract to buy or sell specific quantities of goods currency or 
freight at a stated price and a stated time in the future. These 
contracts are made in trade by buyers who wish to cover themselves 
against price fluctuations and sellers who wish to benefit from them. 
Forward contracts are bought and sold in the futures market.^ 
Futures Contract: 
A contractual agreement to buy or sell a specified quantity of a 
commodity, currency or shares at a particular price on a fixed date in 
the future. Futures are a hedge against price fluctuations for those 
who must buy at future dates. 
FORWARD CONTRACTS v/s FUTURES CONTRACTS 
> Futures is a type of forward contract 
> Forward contract is customized while future is standardized 
> Forward contracts are individually agreed between two counter-
parties, while futures being traded on exchanges have 
standardized terms by the exchange. 
> Futures are much more liquid and their price is much more 
transparent due to standardization. 
> A forward contract can be reversed only with the same counter-
party with whom it was entered. A futures contract can be 
reversed with any member of the exchange. 
The badla system is only available to domestic non-institutional 
investors in respect of group A shares (specified shares) listed on the 
r S-^^73 , 
' -'-, ' .' , *'*' . 
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BSE. FI I ' s are prohibited from trading without actual deliveries i.e. 
Badla trading. 
At the end of a settlement period and Indian investor has three 
choices 
(i) Square of his or her position by a contract t ransact ion. 
(ii) Deliver or pay as contracted for; or 
(iii) Carry forward his or her position to the next set t lement. 
The role of forward trading in the stock markets is to supplement the 
buyers and sellers and make the demand and supply functions 
continuous. It helps to build a large volume of trade, which imparts 
liquidity to the market. It also lends stability by enabling hedge 
trading to take place. Badla system has three components : transfer of 
market posit ion, stock lending and borrowing/lending in money 
market. 
Due to rampant malpractices and excessive speculat ion, price 
rigging, market manipulation, non-reporting of t ransact ions, neglect 
of interests of small investors, absence of adequate infrastructural 
facilities prolonged period of settlement, delay in deliveries etc. 
SEBI issued an order preventing undesirable speculat ion on 
December 1 3 " , 1993 following a steep rise in share prices. 
Subsequently SEBI 's order on March 12, 1994 brought a complete 
halt for trading in specified shares with carry over facili t ies. 
Impact of Ban: 
> Average daily turnover at BSE declined tremendously 
> Spreads between bids and offer widen. 
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> Mutual Funds and FII ' s experienced lack of liquidity and were 
unable to buy and sell shares in desired quantit ies at reasonable 
prices. 
> Lack of speculative trade resulted in illiquid market. 
> Lack of liquidity adversely affected FI I ' s interest because they 
need quick exit route. 
Consequently in 1995, SEBI decided to introduce a Revised Carry 
Forward System (RCFS). Subject to prudential conditions and 
precautions stock exchanges would have to obtain prior permission 
from SEBI to introduce carry forward system. Other conditions are as 
follows: 
> Screen based trading and effective monitoring, surveil lance and 
reporting system. 
> Transactions allowed carrying forward for a maximum of 90 days. 
> Every member required keeping books of record of the source of 
finance. 
> Brokers must segregate client account and own account. 
> Capital adequacy norm of 3 % for individual brokers and 6 % for 
corporates should be introduced by stock exchanges . " 
SEBI contributed J.R. Verma Committee in March 1997 to review the 
RCFS. A new modified carry forward system (MCFS) was 
recommended by keeping in view the shortcomings of RCFS. The 
recommendations of the committee include: '^ 
> Abolition of the twin track system of reporting carry forward and 
delivery trades. 
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> Aboli t ion of the limit of 90 days for carry forward of 
t ransact ions. 
> Scrapping the overall limit on carry forward of t ransact ions of 
Rs.5 crores. 
> Daily margin on badla transactions to be reduced to a minimum of 
10 % from 15 %; 50 % of the daily margin is collected up-front 
either in cash or in the form of a bank guarantee. 
> A limit of Rs.lOO million on financer funding to be lifted. 
Despite recommendations, some restrictions have been retained like:-
> The twin track system whereby badla transactions are segregated 
from transactions for delivery at the time of trade; and 
> The 90 days time-limit 
SEBI has announced the total termination of the carry forward 
system/badla system. SEBI has decided to abolish the system with 
effect from July 2, 2001. After July2, 2001 no fresh carry-forward 
transactions can be initiated on any of the Indian Stock exchanges. A 
new system of trading in the cash market and forward market was 
placed. In cash market a compulsory rolling settlement, which was 
done, on daily basis. In other words each trading day was taken as if 
settled. 
When an investor buys shares he will have to pay for them and when 
he sells them he will have to give delivery. Further, different 
exchanges in India were having sett lement periods closing on 
different days. With this new system, all sett lement days of all 
exchanges were brought on same day. While this is the case in the 
cash market there is a separate market where options and futures are 
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permitted. An option is a right that an investor has to buy or sell a 
share at a future date at pre-determined price. For this there is a 
small premium. The great advantage with Option is that you do not 
have to necessarily buy or sell a particular share. In other words 
while it confers a right, it does not create an obligation on the 
investor. Options are the preferred forward derivative products in all 
global brouses. This epoch made decision of SEBI separated out the 
cash market and the futures market. While long term investor 
invested in the cash market and speculators in the options market 
without any fear that there loss would exceed a certain amount. 
Larger investors can hedge their positions without fear of erosion of 
value. In a way it is good for all concerned. After all for one who has 
understood the badla system, which is a complex hybrid of interest 
costs, the option is much easier. 
There is no denying the fact that the Indian stock markets have come 
a long way. From the open out-cry ring trading system to 
comprehensive and complex network based online computerized 
trading. Therefore in this chapter we have noticed that a tremendous 
change has also taken place in trading and clearing rules and 
practices. Its not that now Indian stock market has fully matured and 
it doesn't need any change or alterations in its trading and clearing 
rules and regulation. Still our stock markets and the regulating 
bodies are in the learning and practicing phase. Therefore the system 
right now in vogue should not be taken for granted, the watchdog 
SEBI is always hunting for better, transparent, free and fair investors 
friendly trading rules and practices. 
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Thanks to the path of reforms and the concomitant impact of 
globlisation and technology, India has been able to catch up with 
the latest, despite being a new entrant. It earlier happened with the 
screen-based trading and institution of mechanisms like credit 
rating and regulator on the lines of Securities and Exchange 
Commission, USA. (SEC). While the developed markets like the 
US have undergone the whole cycle to evolve to the present state, 
India could conveniently embrace the latest framework without 
having to go through the same cycle. Financial markets have 
always been the frontrunners and foremost users of technology. 
With screen-based trading replacing the open out-cry system, it 
was only a matter of time for internet-driven trading to arrive in 
India. And so it did. The battleground is getting ready with players 
of different colors gearing up as also with the massive price wars. 
Internet will get inextricably intertwined with the way the 
business is done. This seamless integration is inevitable in the 
case of stock broking too. There is also room for caution. Margin 
trading that has thus for been confined to select few clients of 
brokers is likely to spread its net wider with the emergence of e-
broking.' Trading hours have increased as has transparency. This 
has lead to greater investor interest too, both among individuals 
and institutional investors. From a time when dabbling in stocks 
was the bastion for a chosen few, today things are so simple that 
even a common man can trade on the markets. In term of systems 
too, things have changed, with international money coming in, 
slowly and steadly, the Indian markets are moving towards 
achieving international standards. Hence the urgency to have a 
proper hedging facility in place is heightened. The institutions 
require a facility to allow them to hedge against the movements in 
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the stock markets. Players claim that a proper hedging system 
would help catalyze higher volumes on the Indian bourses. 
Since the country's doors were opened to foreign investment, 
Foreign Institutional Inverters have been asking for a hedge. Many 
claim that its non-availability is restricting their exposure to 
India. International experience has show that the launch of 
derivatives leads to a substantial improvement in market quality of 
the underlying equity market with a corresponding increase in 
liquidity and market efficiency; despite its vast benefits, it must 
not be forgotten that a derivative instrument is like a gun. Though 
a protective instrument could kill if misused unlike the cash 
market, trading in derivates is purely speculative and cash-based 
without delivery. Slowly but steadily, India is defiantly moving 
ahead to get aligned with the world markets. It will improve the 
markets ability to direct resources towards projects and industries 
where the rate of return in the highest. By improving the locative 
efficiency, a given stock of investible funds will be better used in 
procuring the highest GDP growth in the country.^ This is 
something that everyone has been looking for. 
Derivatives: Nature and Growth 
Derivates are financial instruments, which are derived from 
equities, bounds, currencies, and commodities. Annual turnover in 
Derivates financial instruments including options and futures 
traded on international organised exchanges rose from 146 million 
contracts in 1986 to 453.9 million in 1992 and 1329.3 million in 
1998. Further warrants, swaps, swaptions, collars. Caps, Floors, 
circuses, and scores of other products are collectively known as 
derivatives, All these constitute tools for the management of 
financial risk. 
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Derivates are used by banks, securities firms companies and 
investors to hedge risks, to grain access to cheaper money and to 
make profits. Derivates are likely to grow even at a faster rate in 
future. They are first of all cheaper to trade then the underlying 
securities, be they bonds, currencies, commodities or equities. 
The three key characteristics of financial Derivates are: 
(i) Their value is derived from an underlying in instrument 
such as stock index (Futures and options based on them), 
currency or interest rates. 
(ii) They are vehicles for transferring risk. 
(iii) They are leveraged instruments. 
There are several risk instruments in financial transactions. 
Derivates allows to manage these risks more efficiently by 
unbundling the risks and allowing either hedging or taking only 
one (or more if desired) risk at a time. Derivates are used by 
corporations to hedge currency risk and inventory risk. They are 
used by individual investors for speculation, hedging and yield 
enhancement. Institutional investors (mutual funds, pension funds, 
and insurance companies) for hedging, asset allocation, yield 
enhancement and avail arbitrage opportunities. Finally dealers 
(Securities firms, market makers and banks) use them for hedging, 
exploiting inefficiencies (arbitrage) and earning dealers spreads. 
Forward Contracts: 
A Forward contract is a customised contract between two parties, 
where settlement takes place on a specific date in future as a price 
agreed today. 
The main features of forward contracts are: 
Chapter-5: Derivatives &. Stock Market Indicator Series in BSE 
• They are bilateral contracts and hence exposed to 
counter party risk. 
• Each contract is unique in terms of contract size 
expirations date, and the asset type and quality. 
• The contract price is not available in Public domain. 
• The contract has to be settled by delivery of the asset 
on expiration date. 
• In case the party wishes to reverse the contract, it has 
to compulsorily go to the same counter party, which 
being in a monopoly situation can command the price 
it wants. 
Futures Contract: 
A futures contract is plainly 'a contract' . It is a contract to 
take delivery of a product in the future, at a price fixed now. It is 
not equity in a stock of commodity. For instance, if a farmer 
decides in April to buy 5 Kgs of tomatoes for Rs. 10 from a tomato 
trader to be delivered when ripe in July, the farmer is said to have 
entered in to futures contract. 
The futures contract has certain standardised specification: 
• Quantity of the underlying. 
• Quality of the underlying (not required in financial 
futures). 
• The date and the month of delivery. 
• The units of price quotation (not the price itself) and 
minimum change in price (tick size) 
• Location of settlement. 
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Further markets have their roots in agriculture, but today 
further and options are traded on a wide range of products right 
from wheat to natural gas, the stock indices, precious metals and 
currencies. A stock index future is an indicator for a cash 
settlement of a futures contract. 
Futures should be distinguished from options. Futures create 
an obligation to make or take delivery at some further date while 
options confer a right but not the obligation to do the same. 
Options on futures can be linked to insurance. An option buyer 
(the insured) pays a premium to an option seller (the insurance 
company) for the right to buy or sell, a futures contract at a 
specific price. Premium paid on options is non-refundable. 
Portfolio managers use futures and options to reduce the risk to 
their business associated with volatile prices. The futures and 
options market also provides the economy with the price 
discovery. The futures prices are determined by supply and 
demand. An exchange itself does not set the price. It simply 
provides a place where the buyers and the sellers can negotiate. If 
there are more buyers than sellers, the price goes up and vice 
versa, the price falls. The price discovered through future market 
offers valuable economic information's on the supply and demand 
situation in a competitive business environment.^ 
Like stocks, gains and losses in futures trading are the result 
of price changes. For instance one has sold a futures contract and 
the price falls, the trade shows a profit. To profit on a futures 
trade one could first buy low and then sell high; or reverse the 
order and sell high and buy low. Options on futures are different 
from futures themselves in that the most a buyers could lose is the 
cost of purchasing the option, known as the premium along with 
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the transaction cost. An option seller, however, has unlimited 
risks.^ 
Index Futures: 
Index futures are future contracts where the underlying asset 
in the index. This is of great help when one wants to take a 
position on market movements. Suppose you feel that the markets 
are bullish and the sensex would cross 5000 points. Instead of 
buying shares that constitute the index you can buy the market by 
taking a position on index future. Both BSE & NSE launched 
Index futures in June 2000. Margin money is like a security 
deposit or insurance against a possible future loss of value. Aim of 
margin money is to minimise the risk of default by either counter 
party. 
Long / Short Positions: In simple terms, long and short positions 
indicate whether you have a net over-bought position (long) or 
over-sold position (Short). 
Gearing (or Leveraging): Measures the value of given position as 
a ratio of the value of the risk capital actually invested. In case of 
index futures, if the margin requirement is 5%, the gearing 
possible in 20 times as a given fund availability, an investor can 
take position 20 times size. 
Clearing House: The clearinghouse of the exchange acts as an 
intermediately in future transactions. It guarantees the 
performances of the parties to each transaction. The clearinghouse 
has member to whom the brokers channel their business. The 
members are required to maintain a margin account with the 
exchange, which is known as clearing margin. The main task of 
the clearinghouse is to keep track of all transaction that take place 
during a day so that it can accumulate the net position of each of 
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its members. The clearinghouse matches the transactions, 
reconciles sales and purchases and does daily settlement. It is also 
responsible for risk management of its member and does 
inspection and surveillance, besides collection of margins, capital 
etc. 
Price Risk and different types of price risk: 
Price Risk is defined as the standard deviation of returns generated 
by any asset. This indicates how much individual outcomes deviate 
from the mean. For example, an asset with possible returns of 5%, 
10% and 15% is more risky than one with possible return of -10%), 
1% and 25%. The different types of prices risk are: Diversifiable 
risk ( Unsystematic / Non -market Risk) of a security arises from 
the security specific factors like strike in factory, legal claims, 
non availability of raw materials, etc. This component of risk can 
be reduced by diversification 
Non-Diversifiable risk (Systematic / Market Risk) is an out come 
of economy related events like diesel price like, budget 
announcement, etc. that affect all the companies. This risk cannot 
be diversified. 
Merit of Index Futures: 
• Institutional and other large equity holders need a 
portfolio hedging facility. Hence index based 
derivatives are more suited and more cost effective 
than derivatives based on individual stocks. 
• Stock index is more difficult to manipulate than 
individual stock prices, because an individual stock 
has a limited supply which can be cornered. 
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• Stock index futures enjoys distinctly greater popularity 
and are therefore, likely to be more liquid than all 
other type of equity derivatives . 
• Stock index futures being an average, is much less 
volatile than individual stock prices. This implies 
much lower capital adequacy and margin requirements, 
the lower margins will induce more player to join the 
market. 
• Index futures do not represent a physically deliverable 
asset, they are cash settled all over the world on the 
premise that the index value is derived from cash. 
• Regulatory complexity is likely to be less in the case 
of stock index future. 
The introduction of Stock index futures requires a large market 
with substantial volatility. There must be sizeable cash market to 
impart liquidity to the further market. There should be genuine 
demand for heading by a large number of investors. The index 
stocks are held by government or multinational or few 
development financial institutions. They are not interested in short 
term trading or investment gains. Actully the shares available to 
public are few and varied. Even tracking the index portfolio 
would not be efficient because the shares do not have high 
correlation with the index.^ 
Hedging : 
It is a mechanism to reduce price risk inherent in open 
positions. Derivatives are widely used for hedging. A Hedge can 
help lock in existing profits. Its purpose is to reduce the volatility 
of a portfolio, by reducing the risk. Please note hedging does not 
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mean maximisation of return. It only means reduction in variation 
of Return. It is quite possible that the return is higher in the 
absence of the hedge, but so also is the possibility of a much lower 
return. 
The basic logic is "If long in cash underlying - short future and If 
short in cash underlying - Long Future" e.g. If you bought 100 
shares of company A and want to hedge against market 
movements, you should short an appropriate amount of index 
future. This will reduce your overall exposure to events affecting 
the whole markets (Systematic risk) In case a war breaks out, the 
entire market will fall (most likely including company A). So loss 
in company A would be offset by the gains in short position in 
Index Futures. ^ 
Options : 
An option is a contract, which given the buyer (holder) the right, 
but not the obligation, to buy or sell specified quantity of the 
underlying assets, at a specific (Strike) price or on before a 
specified time. (Expiration date). The underlying may be physical 
commodities like wheat / rice / cotton / Gold / Oil or financial 
instruments like equity stocks / stock index / bonds etc.'° 
Option premium is the amount paid by the buyer to the seller to 
acquire the right to buy or sell. The strike or exercises price is the 
specified / per-determined price of the undertaking asset at which 
the same can be bought or sold if the option buyer exercises his 
right to buy /sell on or before the expiration date. On the 
expiration date, either the option is exercises or it expires 
worthless. In case of European options the exercise date is the 
same as the expiration date while in case of American options, the 
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options contract may be exercised any day between the purchase of 
the contract and its expiration date. 
Call Options: -
A call option gives the buyer/holder (one who is long call), the 
right to buy underlying asset at the strike price on or before 
expiration date. The seller (one who is short call), has the 
obligation to sell the underlying asset if the buyer exercises his 
option to buy. 
Put Options: -
A put option gives the holder/buyer (one who is long put), 
the right to sell specified quantity of underlying asset at the strike 
price on or before a expiry date. The seller of the put options (one 
who is short put) has the obligation to buy the underlying asset at 
the strike price if the buyer decides to exercise his option to sell. 
The significant difference in future and options are as under 
• In future the buyer and seller are obligated to buy/sell 
the underlying asset. In case of options the buyer 
enjoys the right and not the obligation, to buy or sell 
the underlying asset. 
• The futures contracts prices are affected mainly by the 
prices of the underlying asset. The price of option are 
however affected by the prices of the underlying asset, 
time remaining for expire of the contract and volatility 
of the underlying asset. 
• It costs nothing to enter into a future contracts whereas 
there is a cost of entering into an options contract, 
termed as premium. 
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An option is said to be 'at the money' when the options 
strike price is equal to the underlying asset price. This is true for 
both puts and calls. 
A call option is said to be 'in the money' when the strike 
price of the option is less than underlying asset price. And a call 
options is 'out of the money' when strike price is greater than 
underlying asset price. A put option is said to be 'in the money' 
when strike price is greater than underlying asset price and 'out of 
the money' when the strike price is less than underlying asset 
price. 
Besides offering flexibility to the buyer is the form of right to 
buy or sell, the major advantage of options is their versatility. 
Some of the benefits of options are as 
• High leverage as by investing small amount of capital 
in the form of premium one can take exposure in the 
underlying asset of much greater value. 
• Pre-Known maximum risk for an Option buyer 
• Large profit potential and limited risk for option 
buyer. 
• By paying a relatively small premium an investor 
knows that no matter how far the stock drops, it can be 
sold at the strike price of the put option anytime until 
the put expires. " 
Factors affecting option values: 
The three prime factors that influence the value of an option are 
the expected variance in price or return of the underlying stock, 
the time remaining to expiration of the option contract and the 
level of interest rates. The greater the expected variance of price 
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changes for a stock the higher should be the option values from 
that stock. Observations of the values of options over time 
confirms that option on higher - risk stock persistently tend to 
have greater value than those in lower risk stocks. The value of an 
option is primarily determined by the variance of the return. Time 
remaining to expiration of the option increases the variances of the 
distribution of returns or price changes. Conversely, the reduction 
of the time to maturity reduces the value of auction-Higher 
interest rates result in increase in value of options while lower 
interest rates lead to lower value of options. 
Need for Options trading in India: 
The Indian stock market although largely insulated from the 
international markets has been characterised by high price 
volatility. The upswing of 1000 points in the BSE sensitive index 
within a short span of two months followed by the "securities 
scam" and the associated crash by 1200 points in 1991-92 clearly 
reflects the highly speculative tendencies in the Indian stock 
markets. Stock markets need speculation since it is the driving 
force, which builds up activity and ensures sustained interest of 
investors in the market. But speculation has to be controlled and 
regulated as excessive speculation leads to haphazard price 
movements unrelated to fundamentals. Despite such high volatility 
in the market, still Indian invertors find equity as the most viable 
and perhaps the most attractive form of investment. 
There are several factors, which contribute to excessive volatility 
in the stock market. Overtrading by stockbrokers on their account, 
insider trading, large-scale manipulation of the market and 
shortage of adequate floating stock of good scrips are some of 
them. With good regulation, in place, listed option trading can 
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definitely reduce the volatility, It was observed in Chicago Board 
Options Exchange that Options reduced price fluctuations.' ' ' 
An investment portfolio comprising mainly equity that exposes the 
investor to tremendous market and price risk. The price risk for 
most part can be managed by holding a diversified portfolio and 
limiting the volume of investment in any one of the stocks or 
industry. The other type of risk i.e. Market risk or systematic risk 
is something more difficult to contend with. The price of the 
stocks has an inherent tendency to move up or down together and 
consequently the market risk cannot be diversified away. The 
market offers no risk instrument that allows the investors to 
manage and minimise risk. Fund managers and very sophisticated 
investors may try to hedge market risk by offsetting long positions 
in one stock with short positions in others. 
To meet the requirements of different kinds of investors the 
market has to be segmented so that small investors and big time 
players each have a distinct playing field. Shortening of settlement 
cycles should necessary be followed with the introduction of a 
derivatives instrument like option which allows the big market 
players as well as small investors to hedge against risk and reduce 
violent price fluctuations.''* 
The economic effect of options and futures trading relates to 
allocation of risk between investors who are willing to take risk 
and investor who are averse to risk. Options provide investors 
with the opportunity to hedge investment in the underlying shares 
and reduce the overall risk. Studies in USA have been found that 
share turnover increases in the shares of those companies in 
respect of which options have been launched.'^ 
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As options purchased permit investors to control more shares than 
they could possibly control under any realistic set of stock margin 
requirements. 
Like stocks, options and futures contracts are also traded on any 
exchange. In BSE, Stocks are traded on BSE on line trading 
(BOLT) system, and options and futures traded on Derivatives 
Trading and Settlement System (DTSS). The underlying for the 
index options in the BSE 30 sensex, which is benchmark index of 
India capital markets, comprising of 30 scrips. BSEs first index 
options in based on BSE 30 sensex. The sensex option would be 
European style options i.e. the option would be exercised only on 
the day of expiry. They will be premium style i.e. the buyer of the 
option will pay premium to the options writer in cash at the time 
of entering in to the contract. The difference between the strike 
price and the spot price at the time of expiry will be quoted in 
sensex points. The contract multiplier for sensex option is INR 50 
which means that monetary value of the premium and settlement 
value will be calculated by multiplying the sensex points by 50. 
For e.g. If premium quoted for sensex options in 50 sensex points, 
its monetary value would be Rs. 2500. The expiration day for 
sensex option is the last Thursady of contract month. If its 
holiday, the immediately preceding business day will be the 
expiration day. 
Specific Portfolio Analysis of risk (SPAN): 
SPAN is a world wide acknowledged risk management system 
developed by Chicago Mercantile Exchange (CME). It is a 
portfolio-based margin calculating system adopted by all major 
derivatives exchanges. SPAN identifies overall risk in a complete 
portfolio of futures and options. It determines the largest loss that 
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a portfolio might suffer with in the period specified by the 
exchange i.e. May be day (or) two. BSE has licensed SPAN from 
CME for calculating margin requirements at their exchange level. 
At the same time members can also calculate Margin requirements 
of their clients by using PC - SPAN.'^ 
An Investor has to register himself with a broker who is a member 
of BSE Derivatives segment. It he wants to buy on option, he can 
place the order for buying a sensex call or put option with the 
broker. The premium has to be paid up in cash. He can either 
hold on to the contract till its expiry or square up his position by 
entering into a reverse trade. It he closes out his position, he will 
receive premium in cash, the next day. It the investor holds the 
position till expiry day and decides to exercise the contract, he 
will receive the difference between option settlement price and the 
strike price in cash. If he does not exercise his option, it will 
expire worthless. 
STOCK MARKET INDICATOR SERIES: 
Price movements for the market as a whole are measured by 
market indicator series. The indicator series constitute a composite 
report on market performance. Market indicator series constitute a 
benchmark to judge the performance of an individual portfolio. 
Indicator series help investors develop index portfolios. It is used 
as proxies for the shares or debenture markets while examining the 
factors that influence aggregate price movements, also used to 
analyse the relationship among stock and bond returns of different 
countries and the stock price movements. 
A Price index such as the stock market index is an average of 
changes in the price of the individual securities in the market. It 
reflects the overall price or return movements of a group of 
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securities. Movements in an index are determined by sample, 
weighting and computation procedure. 
In case of sample technique for the stock market index desired 
characteristics are used to select sample shares rather than by 
completely, random selection. Major criterion for selection are 
market activity, due representation to various industrial groups 
and to the major stock exchanges. Three principal Weighing 
schemes are used. These are Price Weighed, Value Weighed and 
Equally Weighed Schemes '^ 
(i) Price weighed series: Are calculated as an arithmetic average 
of the current prices of the sample securities. Dow Jones Industrial 
Average (DJIA) is the best known and is the oldest of that stock 
market indicator series. In India the index numbers complied by 
Financial Express, Economic Times, Reserve Bank of India are 
price weighed series. 
Economic Times ordinary share price index is simple arithmetic 
average of the price relatives' average of the price relatives of 72 
scrips. A price relative is simply the stock price this week divided 
by stock price last week. It stock price this week is Rs. 330/- and 
the stock price last week was Rs. 315/- the price relative is 
330/315 = 1.047619. Price relatives for each day are obtained by 
dividing the daily quotations by the corresponding average price 
of the base year 1984-85. 
RBI Complies a index number of security prices with base year 
1980-81. The index covers 338 scrips listed on Bombay, Calcutta, 
Madras, Delhi, and Ahmedabad stock exchanges. 
Financial Express Equity Index with 1979 as the base covers 100 
equity issues. Price relations are worked out by dividing the 
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closing quotations of the day by its corresponding average daily 
price in 1979 and multiplying it by 100. 
(ii) Value weighed series: It an indicator calculated as the total 
market value of the securities is the sample. It is based on the 
initial total market value of all stocks in the sample, which is 
assigned a base index value of 100. From trading day to trading 
day a new aggregate market value is computed for all securities in 
the index and compared to the initial base valve. The percentage 
change is multiplied by the beginning index value to obtain the 
indicator for the day. The importance of individual scrips or the 
weight of each scrip is the sample is proportional to the total 
market value of the sample. Companies with large market 
capitalization have a greater impact on the index then the same 
change for small companies. Standard and Poor (S & P) in USA 
was the just company to employ a market value index in U.S.A. S 
& P computed separate index for industrial stocks, utilities and 
transportation terms along with 500 stock composite index, 
NASDAQ series, NYSE stock Exchange indexes are computed on 
the basis of value weighted method. 
(iii) Equally Weighed price indicator series: All stocks are 
equally weighed regardless of price or value. And the index is 
affected equally by the performances of each security in the 
sample. In computing percentage change, geometric average is 
taken rather than arithmetic average. 
Bombay Stock Exchange Series: 
Sensex, National Index, BSE 200 and Dollex complied by the BSE 
are value weighted series. They follow the methodology used by 
S&P in USA. 
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1) The BSE Sensex / sensitive index, was first compiled in 
1986 is a "Market Capitalisation Weighted" index of 30 
component stocks with the base April 1979=100 
representing a large, well-established and financially 
sound companies. The index is widely reported in both, 
the domestic and international, print and electronic media 
and is widely used to measure the performances of the 
Indian stock markets. Sensex is the benchmark index of 
the Indian capital market, with largest social memory and 
pulse of Indian stock markets. Base year average is 
changed as per the formula. 
New Base year = Old base year 
Average Average 
New Market Value 
Old Market Value 
,nd BSE started publishing the index on 2 January 1986 and 
currently calculates and updates it every two minutes. In 
arriving at an index figure, BSE starts by multiplying the 
price of each share by the number of shares outstanding in 
that stocks. These market valve figures are then added, 
giving the aggregate market value of the stocks covered 
(the current market value). This aggregate is expressed as 
a percentage of the average market value using the fiscal 
year 1978 - 79 as a base. 
The index on a day is calculated as the percentage of the 
aggregate market value of the equity shares of all the 
companies in the sample on that day to the average 
market value of the same companies during the base 
period. 
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Sensex Futures: 
The underlying for the sensex futures is the BSE Sensitive Index 
of 30 Scrips, the ticker symbol of BSX. The contract multiplies is 
50. This means that Rupee notional value of future contract would 
be 50 times the contracted value. The closing value of sensex of 
the cash market is taken as the final settlement price of the future 
contract on the last trading day of the contract for settlement 
purpose. The profit and losses would depend upon the difference 
between the price at which the position is opened and the price at 
which it is closed.^^ 
Example: 
Position- Long - Buy June Sensex Futures @4,800 
Payoff -
Profit - If the futures price goes up. 
Loss - If the futures price goes down. 
Calculation - The profit or loss would be equal to fifty 
times the difference in the two rates. 
If June Sensex Futures is sold @ 4,900 there would be 
profit of 100 points which is equal to Rs. 5000 (100 x 50) 
H owever if the June Sensex Futures is sold @ 4,750 there 
would be a loss of 50 points which is equal to Rs. 2500 
(50 X 50) 
2) National Index / BSE 100 Index 
Is also a market value weighted index, composed of 100 
stocks. It uses the fiscal year 1983-84 as a base and 
started publishing the index on 3 January 1989.^^ BSE 
redesigned the index and renamed if the BSE 100 Index 
instead of National Index, effective 14 Oct. 1996.^' 
The current market value for any particular share is 
obtained by multiplying the price of the share by the 
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number of shares outstanding. The index for a day is 
calculate as the percentage of aggregate value of the 
equity shares of all the companies in the sample on that 
day to the average market value of the equity shares of 
the same companies during the base period. 
3. BSE - 200 Index 
Is another market value weighted index, composed of 200 
stocks, uses the fiscal year 1989-90 as a base. BSE started 
publishing the index on 27"" May 1994. The method of 
compilation like the earlier two indices of BSE is value 
weighted. The index was also designed to built index base 
futures contract in due course. 
4. Dollex 
Dollex is the US$ version of the BSE-200 Index. The US 
dollar-linked index was launched to facilitate investment 
evaluation in US dollar terms for foreign investors. 
The base year for Dollex is the fiscal year of 
1989-90. The base market value was converted from the 
rupee denominated base market value of the BSE-200 
Index at the average rupee-dollar conversion rate in the 
base year. The current market value is translated from the 
rupee-denominated. Current market value at the current 
exchange rate. 
An ORG Survey (agency) conducted in March 1998 revealed that 
BSE sensex remained the most popular index with approval from 
66 percent of retail and 92 percent of institutional investors and 
the NSE-50 is second with 18 and 7 percent respectively. On 
reliability 56 percent of institutional investors are for BSE 30 and 
29 percent for NSE - 50. 
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On July 1998, main share price indices have been 
remained as follows. 
NSE -50 New name: S & PCN X Nifty 
Crisil 500 New name: S & PCN X - 500 
Mumbai 
Main share price Index in famous share Market of the 
world: 
Dolex 
Sensex 
S & PCNX 
Nifty Fifty 
Dow Jones 
Nikkei 
Mid Dax 
HangSeng 
Simex 
Straits Time 
New York 
Tokyo 
Frankfurt (Germany) 
Hongkong 
Singapore 
The cash markets seen to be pretty volatile at times, many time 
price get locked at the upper or lower end of the circuit. 
Derivatives would certainty help in altering this scenario. In the 
past, whenever there was panic in the market the investor had no 
other option but to sell in the cash market, which use to add to the 
panic. 
However, today the investor gets a product like Index futures 
which allow him to hedge, he may not necessarily repeat his 
previous act of selling in a panic. While the long-term investors 
can invest in the cash market, speculators can have a field day in 
the option market without any fear that their loss will exceed a 
certain amount. In a way it is good for all concern. There is a 
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wrong thinking that options will reduce speculation. Far from it, 
they are in fact very potent weapons for speculation. Investors 
would do well to quickly adopt themselves to the new 
developments. After all for one who has understood the Badla 
system which is a complex hybrid of interest costs, brokerage and 
capital risk, the options must me much easier. Right now, even if a 
share was excellent based on fundamental, the personal crisis of a 
Ketan Parekh would lead to its crashing. 
Such extraneous factors would no longer be called into play. 
Speculators would be playing their game in the options market 
while long-term investors would be playing theirs in the cash 
market. 
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Chapt-6:Performance Evaluation of BSE &. Maharashtra after liberalisation 
(Stat is t ical Analysis) 
The 90s have seen rapid modernization of the Indiana Capital 
Market and learnt a bitter experience from its happening in the 
1990s and that's when the Government took a firm stand on its 
proposed Foreign Policies. It was in 1990's that India opened its 
gates to foreign investors, and reduced its governing position in 
many industries. Government announced a whole new set of 
policies that helped it recover from its 1990s shock. It faced a debt 
trap in the 1990's when forex reserves were at there lowest, 
external debt was mounting and India was being viewed as 
slipping into a recession. Today after opening up its gates to 
liberalisation in 1991 India is fast moving into the limelight of 
global recognition and the main focus of economic reforms is that 
of foreign investment in particular. India's external position 
improved and foreign investment started flowing in. 
Today India as moving towards a more liberalized regime of 
economic functioning and is committed towards gaining the top-
most position internationally. Several credit rating agencies have 
upgraded India's position since India opened its gates to foreign 
investment way back in the 1991 by allowing foreign investments 
in the restricted sectors. Today, the government is taking further 
steps to make India more attractive as an investment destination. It 
is putting in a conscious effort to further liberalise policies and 
make investment friendlier. The Government is focusing on 
foreign investment to bring in the much-required funds. Foreign 
investors are being allowed to have an open dialogue with the 
Government authorities & discuss their problems. Emphasis is 
being laid on foreign direct investment (FDI), which is long 
lasting in nature to bridge the investment gap. 
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While the capital market institutions have grown, scams and 
skepticism has also grown during the 1990's. Yet the capital 
markets today, have taken the center stage in Indian business. The 
stock Market Indices are seriously considered to be the barometer 
of the perception of the economy and public policy initiatives. 
The Questions addressed in this chapter is now did the capital 
market's perform through the 1990's. Did they yield healthy 
returns?. How volatile have returns been? Are companies traded 
frequently and are they liquid? Etc. And Resources mobilized by 
Maharashtra and its comparative position with the rest of states of 
India, will be the core of this chapter. Performance of Stock 
market in general and BSE in particular. 
An Analyt ical Overview 
The Indian Capital Markets underwent substantial reforms during 
the 1990s. The regulatory framework strengthened under the SEBI, 
clearing systems improved with the setting up of the NSCCL 
(National Securities Clearing Corporation Ltd.) and settlements 
improved with the setting up of the NSDL (National Securities 
Depository Ltd.) both in 1996. The setting up of the NSE 
improved transparency and amounting in trading and has led to a 
sharp fall in brokerage fees. Market participants have become 
better institutionalized with the entry of FIIs and mutual funds. 
Company disclosures have increased - from annual to half yearly 
to quarterly performances. The Capital markets of India have 
experienced the most widespread reforms since 1991, compared to 
any other section of the Indian economy. 
Ironically, securities scams have kept pace with reforms. From 
Harshad Mehta through Ketan Parikh, price manipulation has 
plagued the capital markets with irregularity. Thus the number of 
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investors increased during the early 1990s. They have remained 
quite wary of the capital markets. Surveys conducted by the 
Society for capital Market Research and Development indicate that 
there were 9-10 million shareowners in 1990. These grew to 14-15 
million by 1993 and 20 million b y 1997. An April - June 2001 
survey by the society for capital market. Research and 
Development shows that 31.7 percent of households were 
concerned about too much price manipulation and 30 percent about 
too much volatility. 
The primary capital markets were freed from the controller of 
capital Issues in May 1992. The impact was immediate. In 1991-92 
there were 520 capital issues that raised Rs. 14,180 crore. In the 
following years the number of issues nearly doubled to 1065 and 
the amount to Rs. 28030 crore. In 1993-94 the number of issues 
went up further to 1311 and then touched 2,122 in 1994-95. The 
amounts raised also increased to Rs. 47,438 and Rs. 55,920 crore 
in the two year respectively. 
The IPO Boom 
The boom was essentially one of Initial Public offering (IPOs). 
Private enterprise capitalized the freedom from licensing of 
capacities and raising of capital, and the virgin markets in Indian 
households. They tapped the primary markets in hoards. In Sept 
1993, the govt, bought down the minimum public holding required 
for a company to get its shares listed from 60 to 25 percent. This 
further boosted the primary markets. In most months of 1994 there 
were three IPOs launched, on an average every day. There were 
184 IPOs launched in the 28 calendar days of February 1995 - a 
record of 6.5 IPOs per day. 
Chapt-6:PerformQnce Evaluation of BSE & Maharashtra after liberalisation 
20000 
15000 
10000 
5000 
92 93 94 95 96 97 98 99 00 01 02 
Source: Capital Market; Center for Monitoring Indian Economy (CMIE) July 
2002. 
IPOs accounted for 28 percent of the Capital issues in 1991-92, 
their share went upto 43 percent in 1992-93 52 percent in 1993-94, 
47 percent in 1994-95 and 69 percent in 1995-96. IPOs during 
these years, were concentrated in cotton textiles, pharmaceuticals, 
steel electronics and NBFC industries. 
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Several IPOs made during the boom times were widely believed to 
be of doubtful quality. The MS shoes East scam that broke out in 
February 1995 exposed the misdeeds of the promoters and also the 
lax regularity framework. The consequent loss of investor 
confidence finally ended the dream-run of IPOs. 
The number of IPOs dropped from 1337 in 1995-96 to 701 in 
1996-97 and then to 51 in 1997-998 and then to a meager 16 in 
1998-99. While unscrupulous elements that floated worthless 
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paper eroded the enthusiasm of the investors in the mid 1990s, it 
was the economic slow down in the late 1990s that kept the 
number of IPOs down to a tricke. There were only 105 public 
issues in 1997-98, and only 76 in 1998-99. The rise in public 
issues to 124 in 1999-00 and 151 in 2000-01 was short-lived, as 
the numbers declined again to 78 in 2001-02. ^ 
The Shift to Debt and PPLs. 
The decline of the IPO market led to a rise in private placements 
markets. Several companies that needed to raise capital on a 
regular basis stayed away from the IPO market and concentrated 
on private placements. In 2001-02, three fourth of the capital 
issues were privately placed. Further, what is placed privately is 
mostly debt. The market for equity is down. Equity accounted for 
73 percent of total capital issues in 1994-95. By 2001-02 its shares 
was down to 16 percent. 
92 93 94 95 96 97 98 99 00 01 02 92 93 94 95 96 97 98 99 00 01 02 
Source: Capital Market ; Center for Monitoring Indian Economy (CMIE) 
July 2002. 
Secondary Markets : Most listed companies are not Traded. 
As the IPOs increased, the number of new listings on the 
Exchanges also increased. There were 269 new listings on the BSE 
in 1991-92. In 1992-93 these rose to 347 and in the following two 
years they v/ent up to 738 and 1123., May 1995 marked the peak of 
new listings - 235. 
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There were 3705 companies listed on the BSE as of April 1994. 
These grew to a peak at 6008 in January 1997. 
Since then, the number of companies listed on the BSE has 
declined to stabilise around 5,800. However, the umber of scrips 
traded is much lower than the number of scrips listed. Only about 
65 per cent of the listed companies on the BSE were traded. This 
ratio rose to 82 per cent in the first half of 1996. But, in 1998, it 
declined to less than 50 per cent and then to around 40 per cent. In 
September 2001, only 2,174, or 37 per cent of the 5,939 companies 
listed on the BSE were traded. 
The number of companies available for trading on the NSE is 
much smaller than on the BSE. In January 1996, there were 5,451 
companies listed on the BSE, while on the NSE only 1259 were 
available for trading. The number of companies available for 
trading on the NSE peaked at 1,503 in July 1997. In the same 
month, the BSE had 5,844 listed companies and 3,606 traded 
companies. 
The number of companies available for trading on the NSE has 
declined since its peak of 1,503 to 890 as of March 2002. 
The number of companies traded on the NSE increased rapidly 
after its becoming operational. By early 1997, about 1,200 
companies were traded on the Exchange. The number peaked at 
1,420 in August 1997, but has since declined steadily. As of 
March 2002, only 839 companies traded on the NSE. 
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The proportion of companies traded on the NSE compared to those 
available for trading on the Exchange is high at about 05 per cent 
compared to 37 per cent in the of the BSE. This is because the 
NSE has reduced the number of companies availably for trade line 
with the decline in trading. Both the series the BSE and the NSE 
clearly show a decline in the number of companies traded on the 
Exchanges. 
The total unique number of companies traded on the BSE and NSE 
was 3,522 in April 1996. This peaked at 4,772 in July 1997. 
However, their numbers have been on a steady decline since then. 
As of March 2002, their numbers have dwindled to 2,396. Even 
assuming a substantial overlap between the companies traded on 
the BSE and NSE, the number of companies traded on the BSE or 
the NSE is only about a third of the companies listed on these two 
major Exchanges. 
Many Traded Companies are Thinly Traded 
Lack of trading is the worst kind of problem an investor could face 
in the capital markets as it effectively implies complete erosion of 
the capital invested. An only slightly less menacing problem is 
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that of thin trading. These are companies where the total trading 
during a month is less than 500 shares or less than Rs.5,000. 
In 2001-02, a substantial 45 per cent of the stocks were traded 
thinly on the BSE. Less than 500 shares were traded on an average 
during a month, in respect of 43 per cent of the companies that 
were traded on the BSE during the year. And shares worth less 
than Rs.5,000 were traded during a month in respect of 45 per cent 
of the companies. Assuming that a transaction would involve about 
a hundred shares this implies that more than 40 percent of the 
companies traded on the BSE record only a handful of transactions 
during a month. 
Most Traded Companies are Infrequently Traded 
Besides being thinly traded, stocks are also infrequently traded on 
the Exchanges. CMIE define scrip to be frequently traded if it 
trades (no matter how thinly) on at least 60 per cent of the trading 
days. This is a fairly liberal definition of frequently traded scrip. 
As of March 2002, there were 2,396 companies that were traded on 
the BSE or the NSE. But, only 56 per cent of these were traded 
frequently by the above definition. A year ago, the ratio was worse 
at 51 per cent. And, in March 1998, the ratio was as low as 42 per 
cent. 
Returns on Equities was Worse than on Bank Deposi ts 
The stock markets provided poor returns during the eleven-year 
period April 1991 to March 2002. Rs.lOO invested at the beginning 
of this period in the entire market would have been worth Rs.268 
only, by the end. This is an investment into the CMIE Overall 
Share Price Index-the COSPI. Such a return would have been 
possible only if you quickly exited all the companies that stopped 
trading. The returns exclude any transaction costs during the 
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entire period. Obviously, no individual and no single institution 
would buy the entire market as is represented by the COSPI. But, 
the COSPI does represent the entire market that all individuals and 
institutions collectively were invested into during the 1990s. 
Investments into the popular (narrow, but investible by institutions 
and now even individual; indices would have fared no better. 
Rs.lOO invested into the BSE Sensex at the beginning of April 
1991 would be worth Rs.281 by the end of March 2002: Rs.lOO 
invested into the Nifty portfolio over a similar -period would be 
Rs-290. All computations are bereft of all transaction costs. 
Unlike in the past index compositions do undergo changes and 
these would entail transaction costs. Our simple computations 
assume no transaction costs. 
All the above indices thus imply that the equities markets yielded 
returns of around 10 percent per annum over the eleven-year 
period April 1991 to March 2002. This is much lower than the 13 
percent commercial deposit rate for deposits above five years 
prevailing in 1991. "There were (and are) no transaction costs in a 
bank deposit and the risk profile of a bank deposit is much lower 
than that in a investment on the stock market. 
The equities markets have thus yielded very poor returns over a 
reasonably long period of eleven years. 
The risk profile on investments into equity has remained bad for a 
better part of the 1990s. Risk as denoted by the standard deviation 
of daily returns was high in 1991-92 and 1992-93. It hovered 
around 2.6 per cent in these years. Then it declined to reach 1.05 
per cent by 1994-95. But. in the late 1990s, volatility increased 
again. In 1998-99, volatility was up to 1.77 per cent and then to 
2.03 per cent in 1999-00. During the months January to May 
Chapt-6-Performance Evaluation of BSE & Maharashtra af ter liberalisation 
2000, volatility was between 2 and 3 per cent. Fiscal 2000-01 saw 
volatility scale up to 2.18 per cent. 
The persistently high volatility of returns on the stock markets 
make the poor returns of 10 per cent over the long run appear 
much worse. 
The overall liquidity in the capital markets has been no better. 
CMIE define liquidity as the ratio of the volume of trading during 
a year to the end-of-the period market capitalisation. The average 
liquidity was only 0.75 during 1997-98. Implicitly, the total 
trading during an entire year was only 75 per cent of the total 
market Capitalisation of the companies. The ratio has improved 
since 1997-98. It was 0.88 
in 1998-99 and 0.83 in 1999-00. In 2000-01 liquidity shot up to 
1.68 and then dropped to 1.47 in 2001-02. 
Liquidity computations are of course, biased on the upper side as 
the computations are based on companies that are traded. Scrips 
that do not trade or are traded infrequently are excluded from 
these computations. 
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The analysis of trends in BSE: 
The amount of capital offered in the new issues market for listing 
(as seen in Table No. G VT. 11) public sector bonds and fixed 
income securities are increasing and equities show a decreasing 
trend. Its because the returns on equity were not satisfactory. And 
this led to gradual shift of investor to fixed income securities. 
Fresh capital listing (as shown in Table No G VI: 12) number of 
issues of debentures/bonds and preference are comparatively better 
than equities and as noticed (in Table No G VI: 13) the structural 
patter of listed stocks the proportionate ratio of debenture/bonds 
are increasing as compared to equity. 
The comparative performance of specified and non-specified 
securities in terms of turnover and deliveries specified securities 
performance is far satisfactory. (Graphical presentation in Table 
No G VI: 14). It shows that investors prefer safety and security, 
they do not want to safety and security, they do not want to take 
risk by investing in substandard securities. 
The market capitalization of listed companies during the whole 
decade of 90's had recorded an ascending trend. In 1993, 1997 and 
1999 the figures are decreasing but in the subsequent year again 
they are in the increasing trend. (As depicted in Table No. G VI: 
15). 
The average daily volume of turnover of specified and non-
specified shares (as shown in Table No G VI: 16). Non-specified 
were noticed till 1994-95 and there after the volume of turnover 
were negligible but again it was noticed in the year 1999-00. After 
1996-97 there is a tremendous increase in noticed in case of 
specified shares turnover. 
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The average number of deals traded (as shown in Table No G VI: 
17) exorbitant in 1998-99 and 1999-2000. Followed by least in the 
year 1993-94, after the scam was unearthed. The same trend is 
depicted in case of volume of shares traded. With highest in the 
year 1999-2000 followed by least in the year 1992-93. (See Table 
No G VI: 18). 
India (BSE) is on the top followed by Romania and Egypt in the 
Emerging market category in case of number of listed companies. 
(See Table No G VI: 19 -A). And in case of market capitalization 
and turnover the performance of India is not satisfactory. It shows 
that though the numbers of listed companies are highest but the 
amount rose by these companies are not so satisfactory. Its not the 
number of companies that are listed but it 's the raised capital and 
turnover that matters. Therefore, India should concentrate on 
quality issues than on number of issues (Seen in Table No G VI: 
19-B). 
It 's a common trend which can be observed in the preceding 
graphs & Table that in the whole decade of 90's the boom period 
was observed in the beginning and in the mid 90's and a 
tremendous decline/fall is noticed in the second half of the 90's 
till 1999-00. 
It can be (Seen in Table No G VI: 20), the total number of scrip's 
traded during 1991-92 to 2001-2002 that trend is same as in the 
previous tables and graphs. In the initial stage there is a rise and it 
continuous till the end of 1996-97 after that there is a decline. And 
it is observed that the same trend is followed in the B, C, D and E 
part of the Table too. 
And in the next table i.e. Table No. G VI: 21 where average 
number of transactions, highest and lowest number of transactions 
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are shown for the year 1994-95 to 2001-02 the trend is same but 
the years are varying here. And again at the close of year 2000-01 
and 2001-02 the figures are declining. The same is justified for the 
'B' section of this Table. 
And in the case of Table No G VI: 22 for the new listings for the 
90's decade, the listings are rising in the mid 90's and are again 
declining at a very steep rate there after. And in the case of the 
benchmark chart for the BSE-Sensex Index, the same trend holds 
true. And in the case of the total returns as compared to COSPI all 
industry, we see that except the first year i.e. 1991-92 in the rest 
of the year the trend is very disappointing. And the next table of 
BSE sensex: Volatility where except the first two years and the 
year 2000-01 the rest of the years the declining percent trend is 
reflected. 
Table No. G VI: 24 represent a very comprehensive statistics of 
BSE related with market capitalization, listed number companies 
number trades, traded quantities, average daily turnover, trading 
value, total trading turnover and VSAT's turnover. If datas are 
observed minutely it can be seen that baring the VAST's turnover 
rest of the datas depict the same trend as it has been observed in 
the previous tables. 
The volatility and dispersion of share prices during the period 
1986-87/1998-99 are presented in Table No. G VI: 28 and the 
average is presented for 1986-87/1992-93 and 1993-94/1998-99 to 
distinguish the impact of badia abolition from 1993-94 year and 
entry of FIIs after liberalization. First the average coefficient of 
variation, which measures volatility prices, may be noted. The 
coefficient was higher at 112.66 in the period 1986-87/1992-93, 
than in 1993-94/1998-99 when it was 11.07 of variation. The years 
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1988-89, 1990-91, 1991-92 and 1992-93 have also witnessed wide 
fluctuations in dispersion of index in terms of the range between 
high and low. The dispersion in the index of ordinary share prices 
in the years 1990-91, 1991-92, and 1992-93 was higher than the 
average of 371.75 for the seven years period. 
In 1991-92 the dispersion in the index was 3.7 times the range of 
previous year (258.6) and about 2.5 times the average for the 
seven-year period, 1986-87 to 1992-93; and in 1992-93, the 
dispersion was lower than previous year but 2 times the average 
for the period 1986-87/1992-93. The average coefficient of 
variation in the succeeding period 1993-94/1998-99 was 
significantly higher than average of 11.07 only in one year 1993-
94 (19.99). The dispersion in the index for ordinary shares was 
higher than average of 704.08 in 1997-98 and 1998-99. While the 
coefficient of variation in the two periods was not too high, the 
average dispersion was higher in the second period than in the 
first. 
It is observed in the Table No. G VI: 29 the number of issues are 
at their peak in the year 1992-93 to 1995-96 and at least in the 
year 1998-99. And in the case of FIIs transaction, represented in 
Table No. G VI: 32, the net investment was highest in the year 
1999-00. It was negative in the previous year i.e. 1998-99. 
FIIs purchases as well as sales starting from the year 1992-93 till 
2001-02 the figures went on in an ascending order from two digits 
in year 1992-93 to five digit in year 2001-02. 
The common attributable responsible factors for all ups and downs 
noticed in the table are explained in the forthcoming paragraphs. 
And to get an explicit idea in the Appendix a chart BSE sensex 
benchmark has been added. Its very common features in all the 
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tables that in the beginning of the 90's i.e. 1990-91, 1991-92. The 
amount or the numbers are large as compared to the rest of the 
years. The government, opening up of the economy etc, due to the 
fact of the enthusiasm of the liberalized policy adopts it. Two 
three years there after when the returns wouldn't mark up to the 
expectation of the investors, the graphs started coming down. 
In order to revive the position and bring back the investors back to 
the market, government adopted several policies but by a large the 
investors had remain cautions and away from the market. 
The financial sector in any economy serves as an indicator of what 
is going to happen and shows the vibrancy of what is in store. If 
we just take a cursory view at the trends show in the capital 
markets within the Indian economy we see that financial sector 
seems to be dragging along for a quite some time now. Especially 
during the last one year, this has been the state of the market of 
course; this is not without any genuine reasons. Nothing assertive 
has been done to reverse this situation. 
The confidence is still sagging and investors are not back to the 
markets with the usual vigor despite the low interest rates and 
attractive valuations offered. 
The secondary markets saw low levels of activity in the year 2001-
02. The Trading volumes on the BSE and NSE have been almost 
one third as compared to the previous year. 
General recessionary conditions, September 11 terrorist attacks on 
the WTC, lack of any direction by the Government, US 64 
problems and riots in Gujarat have contribute to low levels of 
activity in the bourses. 
The total domestic flotation for the fiscal year 2001-02 witnessed 
a fall of 6 percent, at Rs. 45200 Cr. Compared to Rs. 48395 Cr. 
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The equity accounted for only 10 percent where as debt dominated 
almost 90 percent of the money raised. 
While the contributions from domestic floatation remained more or 
less steady, overseas floatation contributed only Rs. 2193 crore in 
the total floatation compared to healthy contribution of Rs. 28345 
Crores in the total floatation in the fiscal year 2000-01. The fall in 
overseas floatation was steeper by 93 percent. "* 
The phenomenon of scrips having few and intermittent bids or 
offers is referred to as thin trading.^ Thin trading fails to assure 
liquidity and has undesirable consequences all around: for the 
investor inability to convert his investment into cash at an 
economical cost; for the companies, non-availability of market 
valuation would render raising of additional funds for expansion 
or diversification difficult and distorts financial planning; and for 
the stock exchanges the image is damaged because it reflects 
adversely on their efficiency. 
The abrupt ban on the carry forward facility with effect from 13' 
December 1993 has resulted in a sharp decline in the turnover on 
the stock markets. The average daily volume of business at the 
BSE, which accounted for about 60 percent of the turnover in the 
stock markets in India, declined from Rs. 387.78 crore in 1993-94 
to Rs. 340 crore in the first nine months of 1994-95. In fact in 
January 1995 it was just Rs. 140.23 crores. It may be observed 
that the average of the spreads, prior to the ban on badla trading 
was 1.6 percent of the price; it increased 2.7 percent of the price 
on January 30, 1995. The spreads have also widened in respect of 
Non Specified securities and in respect of less actively traded 
shares the gaps between bid and offer have increased further. 
Mutual funds and FIls experienced lack of liquidity and were 
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unable to buy and sell shares in desired quantities at reasonable 
prices. Lack of speculative trades has resulted in the market being 
rendered narrow and illiquid. After the ban on forward trading 
lack of speculative trades have resulted in the turnover-pivoted 
scrips falling to less than 5 percent of the turnover earlier. 
The lack of liquidity has also adversely affected FIIs interest 
because they need quick exit route. Consequently forward trading 
meant increased liquidity by virtue of bringing more players into 
the market. It meant reduced jobbing spreads. The combination of 
higher volumes and lower spreads i.e. reduced volatility, in turn 
helped the cash market. 
Trends in the Share Prices: 
Share prices during the period 1984-85 1998-99 have shown an 
upward trend except in the years 1987-88, 1995-96 and 1998-99 
which registered a bear phase. Table No. G VI: 25; 
Presents index number of share prices of BSE (Sensex and 
National) and Reserve Bank Index Number of Security Prices. 
The Union Budget set off the stock market buoyancy in 1985-86 
for 1985-86. The announcement of incentives for export 
promotion, wide spread rains in deficit areas, raising of margins 
on bears and reduction of margins on bulls, liberalization in 
industrial licensing policy extending also to FERA and MRTP 
companies, like in fertilizer prices and expectations for saving and 
investment budget for 1986-87 sustained the rise share prices. 
During 1988-89 the Capital market experienced buoyancy on 
account of the improvement in the basic economic fundamentals 
and better performance of private sector. In 1989-90 Sensex 
moved up by 18.9 percent, factors, which had a favorable effect, 
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were fiscal relief in excise and customs duties, formation of new 
government at the center and expectations of continuation of 
pragmatic and liberal policies by the new government and the 
budget for 1990-91. Financial institutions, which had emerged as 
major players in the market played a positive and stabilizing role 
in their operations. The buoyancy witnessed in the share prices in 
1989-90 continued further till October 1990 resulting in a gain in 
the SENEX of 43.9 percent in 1991-92. The market reflected the 
ready policy response to a series of macro-economic imbalances 
accentuated by the Gulf crises, depletion of foreign exchange 
reserves and uncertainties in the economy. 
The stock markets in 1991-92 were a scene of an unprecedented 
bullish frenzy. The market scaled unbelievably high level with the 
trend getting more accentuated during the last quarter, January -
March 1992. After the presentation of budget of 1992-93, during 
March 1992 prices soared. 
The considerable increase in the activities of the secondary 
markets is reflected in turnover market capitalization and price 
earning ratio. The average monthly turnover of the BSE at Rs. 
5881 chores during 1991-92 was almost twice as that of previous 
year (Rs. 3001 crores.) BSE market capitalization at Rs. 2,76,434 
crore was more than there and half times that at the end of March 
1991 (Rs. 75,348 Crores), BSE SENSEX price earning ratio 
(monthly average) rose to 26.1 in 1991-92 from 19.3 in 1990-91. ^ 
The Stock markets during the most part of 1992-93. Remained 
subdued. The high level of equity prices reached towards the end 
of March and beginning of April 1992, could not be sustained over 
the irregularities in transactions involving banks, financial 
institutions and stock brokers came to light. After April 1992 
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stock markets experienced continues decline in share prices till the 
middle of August 1992, after a short recovery in September 1992 
equities once again drifted downward till January 1993. The rise 
in share prices in February 1993 proved to be short lived. 
In 1993-94 there was an underlying favorable sentiment pushing 
up the prices in the stock markets. Market sentiment, which was 
subdued till the end of July 1993 improved in August 1993 on 
account of large scale, purchases by Fills, favorable monsoon and 
assurance from the government that investor's interest would be 
protected against attached shares. There was also improvement in 
the balance of payments position and fairly high level of foreign 
exchange. The market retreated in March 1994 after the brokers 
were directed by SEBI to square up their out standing positions as 
on March ll"" 1994 on account of the ban on the carry forward 
transactions 
FIIs withdrew following the rise in interest rates in USA. The 
sensex rose by 0.1 percent. National index 3.8 percent and RBI 
index number security prices declined by 8.0 percent. 
The first half of 1994-95 witnessed a bullish sentiment on account 
of the encouraging corporate results for the financial year 1993-94 
sustained buying support of FIIs, domestic financial institutions 
and mutual funds and the onset of a normal monsoon. Since the 
middle of September 1994 equity prices drifted downwards due to 
profit taking by domestic institutions, interest rate developments 
abroad and the consequent declaration of support from FIIs and 
weakening of GDR prices in international market. The year 1994-
95 registered a gain of 37.1 percent in SENSEX 38.26 percent in 
national index and 46.2 percent in RBI Index Number of security 
prices. 
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Equity prices remained bearish almost during the whole of 1995-
96. There was lack of buying support from domestic financial 
institutions and FIls, high domestic interest rates and problems 
associated with reintroduction of carry forward trading. There 
was, however, a strong recovery in equity prices towards the end 
of 1995-96 aided by an upsurge in net investments in FIIs. The 
year registered a decline of 17.3 percent in SENSEX, 19.44 
percent in National Index and 22.6 percent in RBI Index Number 
of security prices. 
The share prices in 1996-97 showed a buoyancy in the first quarter 
due to higher level of investment support from the Flls and 
anticipation of a favorable budget in July 1996; the second phase 
from mid July to mid December was characterised by subdued 
conditions on account of high interest rates, introduction of 
minimum alternate tax and lower net investment by Flls; and in the 
Final phase especially towards the close of the year the market 
recovered partially on account the favorable budget, 1997-98. 
Security prices measured by SENSEX rose by 5.5 per cent, 
National Index 1.41 percent and registered a decline of 3.6 per 
cent in terms of RBI Index Number of Security Prices. 
Equity prices which staged a recovery in the First four months of 
1997-98 on account of the larger inflow of FlI investment and 
favorable budget suffered a set-back between August 1997 and 
mid-February 1998 reflecting a slowdown in industrial production 
and absence of FIl interest in the wake of South East Asian crisis. 
Between mid-February and March 1998 the stock markets staged a 
smart recovery on account of renewed investment interest by Flls 
and expectations of favorable budget. On a point-to-point basis 
SENSEX gained 532 points (15.8%) from 3210 to 3893 during 
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1997-98. On an average basis the index registered an increase of 
9.9%. 
During 1998-99, subdued conditions set in during May to October 
1998 on account of reversal of market optimism surrounding the 
budget, the imposition of economic sanctions, downgrading by 
international rating "agencies,' the continuing industrial 
slowdown, the problem with the US 64 scheme of the UTl and 
uncertainties on account of crises in major South East Asian 
Markets, Russia ad Brazil and outflows on account' of FUs. It was 
only in November 1998 and March 1999 that share prices 
recovered in terms of the US decision to ease sanctions and issue 
of guidelines by SEBI for buy-back of shares and revival of Flls 
buying interest. On an average basis, the index declined by 13.6 
per cent over the year. During 1999-2000 share prices have 
continued the bullish momentum with the SENSEX moving from 
3739 at the end of Marchl999 to 5533.98 on January 4, 2000. A 
significant part of the appreciation was accounted by select stocks 
belonging to the software and pharmaceutical sectors. During 1999 
the S & P CNX Nifty index gained around 67.4% and closed at 
1480 points. 
The largest increase in prices was registered in 1985-86 under all 
the three indices followed by the increase in 1991-92. 1992-93 and 
1994-95. The popular impression that the markets registered 
largest gains ever in 1991-92 seems to be based on the absolute 
size of the SENSEX number rather than gain measured by percent 
increase in the number. The record gain in the index was 
registered in 1985-86 when National Index registered an increase 
of 87.04 percent. Sensitive index 84.51 percent and RBI index 63 
percent. In all the Fifteen years (1984-85 - 1998-99) inflation 
measured by increase in index of whole sale prices was lower than 
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the gain in equity prices except in five years in 1987-88, 1993-94, 
1995-96, 1996-97 and 1998-99. Equity has proved to be a good 
hedge against inflation. As compared to a doubling of wholesale 
prices, share prices' have gone up by more than fifteen times. 
These trends it may be noted are not in 'consonance with the 
trends observed in the stock markets abroad. For instance in 1990 
stock markets in India recorded a gain of about 40 percent whereas 
Morgan Stanley Capital Internationals World Index fell by 18.6 
percent on account of rising interest rates (influencing bonds 
yields), economic slow down and Gulf crisis. America's main 
share index, Dow -Jones rose by more than three times (save the 
brief plunge in October 1997) between 1990 and 1998. More so 
since 1994 when the markets began to show "irrational 
exuberance". Higher asset prices sincel994 have added no less 
than $12 trillion to households' (nearly half of American 
households own shares in some form) apparent wealth. 
Volatility and Dispersion of Share Price 
The volatility and dispersion of share prices during the period 
1986-87, 1998-99 are presented in TG G VI 28 the average is 
presented for 1986-87-1992-93 and 1993-94-1998-99 to 
distinguish the impact of badia abolition from 1993-94 year and 
entry of Flls-after liberalisation. First the average coefficient of 
variation, which measures volatility prices, may be noted. The 
coefficient was higher at 112.66 in the period 1986- 871992-93, 
than in 1993-941998-99 when it was 11.07of variation (CV) of the 
RBI index of share prices was higher than average of 12.66 for the 
seven year period during 1988-89 (16.36). 1990-91 (14.8), 1991-
92 (27.04) and 1992-93 (16.21). The years 1988-89. 1990-91, 
1991-92 and 1992-93 have also witnessed wide fluctuations in 
dispersion of index in terms of the range between high and low. 
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The dispersion in the index of ordinary share prices in the years 
19901-91, 1991-92 and 1992-93 was higher than the average of 
371.75 for the seven-year period. 
In 1991-92 the dispersion in the index was 3.7 times the range of 
previous year (258.6) and about 2.5 times the average for the 
seven-year period, 1986- 87 to 1992-93; and in 1992-93, the 
dispersion was lower than previous year but 2 times the average 
for the period 1986-87 - 1992-93. The average Coefficient of 
variation in the succeeding period 1993- 94 - 1998-99 was 
significantly higher than average of 11.07 only in one year, 1993-
94 (19.99). The dispersion in the index for ordinary shares was 
higher than average of 704.08 in 1997-98 and 1998-99. While the 
coefficient of variation in the two periods was not too high, the 
average dispersion was higher in the second period than in the 
first. 
*MAHARASHTRAS POSITION' 
Maharashtras Foreign Direct Investment (FDI) position is very 
clear in the survey conducted by the US embassy in 1999 where 
their finding prove that Maharashtra enjoys the largest share of US 
investment. Into the country at around $4 billion (40.5 percent) 
USA is likely to invest another $4.6 billion in 1999-2003 of which 
56.6 percent is likely to flow into Maharashtra with the second 
largest chunk (17.5 percent) going to Karnataka. The Maharashtra 
Government is optimistic about future investments flowing into 
the state. It has always progressively increased its share in the FDI 
cake. 
Ever since the India opened its gates to foreign investors, the 
government has approved $54 billion worth of FDI. But, policy 
hurdles and administrative delays have resulted in only $6 billion 
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actually flowing in. Of the total $54 billion approvals, 
Maharashtra attracted $6 billion - the highest in the country -
proving that the state is still the most preferred destination. The 
state governments provactive stance & continuous dialogue with 
the investor community in its bid to know and solve their problems 
has helped Maharashtra to reach this top position. 
State Highlights: 
• Maharashtra has the largest share of US investment (40.5%) 
• US Investments in Maharashtra stands at Rs 6171 Crore. 
• UK is the second largest investor in Maharashtra with a total 
investment of Rs. 2,211 crore. 
• Out of total $54 billion FDl approved, Maharashtra has 
attracted $6 billion. 
• Of a total of RS. 9,385 crore FDI from August 1991 to 
October 1999, Maharashtra share in highest at Rs. 1,428 
crore. 
• Maharashtra share of total FDI is at 15 percent. 
• Delhi and Maharastra account for a substantial share of over 
27% percent. 
• Gujarat and Tamilnadu each have a share of 11 percent. 
• Orissa, Andra Pradesh & Karnataka have about 8 percent 
each. 
• Maharasthra holds the top most position in regard to signing 
industrial entrepreneurs memorandum. 
• FDI is highest in transport, fuel, and service sectors in 
Maharashtra. 
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• Maharashtra is the only state to have single window 
clearance. 
• Maharashtra has developed special Economic Zones and Free 
ports in order to attract FDI and make exports more 
lucaratived. 
• Maharashtra position strengthened due to announcement of 
Enrons Dhabol power project, khaparkheda power project, 
seven major and minor port development project, cellular 
BPL-US West and basic telephone project of Hughess Ispact, 
Tatas Indica car project and various other software park 
project. 
• Investment is high in Maharashtra because of availability of 
infrastructure facilities like power, land, roads etc. 
• The Maharashtra Government provides sales tax holidays, 
concessional power rates and concessions to firms setting up 
plants in economically back ward region. 
Maharashtra government today has the best infrastructure and 
an investment friendly atmosphere which helps to retain the 
states prime industrial status. Maharashtra has always been the 
most preferred destination for investment inflow. The 
Government is also trying to improve its credit rating to tap 
cheap international funds for infrastructure development. In the 
decision making process the government is changing its role 
from being a regulator to that of a facilitor. Decentralisation of 
decision-making is being work out. 
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* Source : Think tank Financial Express (April 14, 2000 Mumbai) 
The Worrisome part of it is that despite the government 
continuous efforts in wooing foreign investors by announcing 
liberal policies, automatic approvals, doing away with dividend 
balancing reducing the negative list, decentralizing encouraging 
exports and above all establishing a fairly stable political climate 
and developing a favorable dialogue, FDI has been on a 
continuous decline for the past three years. It is disheartening to 
know that 1999-2000 ended with a meager inflow of only around 
$2 - 2.2 billion. But it is not even 20% of the set target. 
The government has been treading the right path by announcing 
policies, but implementation is slow at the decentralized level. 
State government are not getting enough power fully to approve 
projects. This is causing time delays making projects unattractive. 
The most disturbing fact is that nobody seems to be worried over 
the decline and no particular committees have been set up to look 
into the matter as to why there has been a drastic fall. If India has 
to develop, we need foreign funds. Today India is fully dependent 
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on external funds for meeting its infrastructure requirements 
which are colossal. So it has to depend on external funds to meet 
its requirements. Only if government is serious about fulfilling its 
commitments that it will take a serious step in implementing its 
policies. ^ 
In keeping with the WTO commitments, the government has 
announced which are not less liberal than in other countries and is 
aiming to have a open market by 2004 where most of the 
restrictions to entry will be dropped. Despite this the foreign 
enthusiasm is not exactly at its zenith, and no large scale 
investment is coming in. Investment that is flowing in is small 
numbers and the chunk of the cake is moving out of India. 
This is due to the fact that policy implementation is still a lengthy 
process, there are rigidities in the execution of the project which 
leads to time and cost over runs, administration is not 
decentralized, there are bureaucratic delays and there is the 
absence of transparent guidelines all of which go to make the 
project unviable and therefore unattractive. Government has to 
change its role from that of a regulator to that of a facilitator. 
Maharashtra still enjoys the top most investments position. There 
has been a slow down in the growth of investments, but the state is 
still looked upon as a preferred destination. The results are not 
very encouraging as the centre has not yet given enough powers to 
the state government to execute projects on a full scale. States 
have to play a more proactive role if investment has to follow in; 
announcing policies is not the answer. 
The stock market has been moving in a range and seems to lack 
any desire to break free. The benchmark 30 shares BSE sensex for 
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example, has risen slightly on occasions only to fall. In short, the 
broad direction in the last few years has been down. It has been 
much easier to lose money in the stock, market in the last few 
years than to make it. 
That is not the only rule that has been shattered. Buying shares of 
solid, profit making growing companies and just sitting on them 
also doesn't seem to work any more. Forget any appreciation; 
given the low stock prices, there is a bright chance that the 
investors are nursing their wounds. To make some sense out of 
what's going on, there's need to figure out why the stock market is 
down in the dumps. The reason may be: 
a weak global market 
low domestic demand for goods 
global carnage in technology stocks 
poor corporate performance of Indian industry 
low government spending on infrastructure 
top it with tow move reasons-insufficient monsoon and the 
ecent disinvestment fiasco. 
These are the major culprits that have kept the market, down 
for years now. The good news is that the bad news seems to have 
been discounted in the stock prices. Corporate performance is 
improving. Some technology majors have posted good results. 
Disinvestment too may be back on track as the government is 
actively considering a solution. If the government starts pursuing 
infrastructure development aggressively, that too will have a 
positive impact on the market. And if all these make FIIs smell 
profits in Indian stocks, the market should revive. It looks more 
optimistic tan pessimistic. 
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Chapter-7: Problems & Prospects of Capital Market 
This particulars chapter deals with some of the challenges facing 
the capital markets in India, the problems faced by BSE, the 
impact of liberalization on BSE and on its resource mobilization, 
and concluding remarks or comments of the study, which are 
adequately addressed to realize the vision of an efficient market 
system. 
Subdued Primary & Secondary Equity Market: 
In the Primary equity a major challenge currently is the revival of 
the depressed conditions of the market. The sluggishness of the 
primary equity market which is continuing for over years is 
attributed to various factors including investors apathy which is 
mainly due to poor performance of a large number of scrips 
floated with a high premia during 1993-95 following of freeing 
Prices. The matter was compounded by irregularities noticed in the 
pricing of some of the issues, which imparted considerable 
negative influence in the minds of the investors. Further, there was 
a liquidity constraint in the financial System during 1995-96 and 
large part of 1996-97, which led spurt in interest rates diverting 
investor's preference from Equity to Debt issues in the primary 
market. 
The continued subdued nature of the primary equity market has 
become an area of major concern today as it is hampering 
implementation of many industrial projects causing time and cost 
overruns and thereby affecting the industrial growth of the 
country. 
In the primary equity market a happy development has been the 
successful issues of several banking industry shares, which have 
received good investor response despite most, of the issues being 
premium issues. This underscores the need for the introducing 
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quality issues by the corporate sector. What is lacking is the 
confidence on the part of good corporate entities to test the 
markets. 
The secondary equity market has also remained subdued over the 
past years, although it has shown revival trends, confined to a few 
select scrips. In a way revival of primary equity market depends 
crucially on the health of the secondary market. Policy reform in 
the secondary market has been quite comprehensive so far as 
creation of efficient and transparent infrastructure is concerned. 
Post trading facilities have improved considerably with the setting 
up of National Securities Depository Ltd. (NSDL). Other 
exchanges have also now computerised their operations; settlement 
cycles are being rigidly followed. There is also a gradual shift 
towards demat form of trading. Secondary markets have come to 
be dominated by the FIIs. The recent event in South East Asia has 
to some extent affected their sentiments. Though it could be said 
the barring for a few months, there was always net inflow FIIs 
investment. What is required is to make the Indian FI 's Participate 
to a much larger extent than they are doing today UTI and other 
mutual funds as well as LIC have to be much more active on the 
secondary markets. ' 
Another major challenge facing Indian Capital market is creation 
of secondary market in debt instruments particularly in corporate 
debt. The growth of long-term corporate debt market is an 
essential requirement as private corporate sector in India has been 
assigned a prime role in development of infrastructure and other 
projects. In India, corporate sector accesses debt mainly by way of 
term loans from financial institutions. However with the reforms 
in the capital market, role of securities assets is likely to acquire 
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considerable importance in future. There is a large agenda for 
development of corporate debt market in India comparable to 
international standards. To activate long-term corporate debt 
market in India, there is a need for further liberalization in use of 
contractual savings like pension, provident fund and insurance, 
which provide large source of long-term funds in the economy. 
Also, there is an urgent need for market making in corporate debt 
on the lines of Government securities. A distributive network of 
brokers and sub-brokers does not exist for debt instruments as it 
does in the equity segment. As a result although a part of 
household savings is channelised into long-term debt, it is largely 
in non-marketable forms. Debt securitisation has also to develop 
for which changes in the stamp Act and Contracts Act need to be 
made. 
Prior to globalisation of Indian economy, the Stock markets were 
some what insulated from international influence. This is not the 
case any more. The recent S. E. Asian Crisis has shown that due to 
high degree of integration or linkage among financial markets, the 
crisis can be quickly transmitted to other financial markets. India 
came out rather unscathed and did not experience the trauma faced 
by other countries. Partly it was due to the fact that full CAC 
(Capital Account Convertibility) has not been adopted and partly 
because Indian Regulatory mechanism turned out to be far more 
effective than in other countries. In a global integrated economy, 
it is imperative to take steps to regulate the markets effectively so 
as to retain investor confidence in a countries economy and 
particularly the stock market. 
The reforms in the economic system have imparted a new 
dimension to capital markets in India. While liberalization in 
capital market has resulted in many improvements in functioning 
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of the stock markets, there are several aspects, which still need 
merit attention so that capital market can play a meaningful role in 
industrial and economic developments. The sluggish trends in 
primary equity markets needs to be reversed by restoring 
investor's confidence in the market. Secondary market trading 
needs to be broad based and various intermediaries both in 
primary and secondary market should be strengthened to conform 
to international standards. Development of long term Debt market, 
particularly corporate debt market is an essential pre-requisite 
particularly for financing of infrastructure and other industrial 
projects. Regulatory and other aspects need to be looked in the 
recent South East Asian crisis needs to be carefully studied. 
The corporate debt market segment is yet to see the emergence of 
full service brokerage firms. Market making in corporate debt by 
intermediaries is conspicuously absent. The investor base is 
narrow and largely confined to banks, state monopolies in 
insurance and mutual funds as also small financial business firms. 
But these investors have large portfolios of Government securities 
and loans rather than tradable corporate debt. Reduction in 
transaction costs and stamp duties, would subsequently reduced 
the cost of trading in corporate debt and hence increase their 
liquidity. 
Management of pension funds offers new opportunities for 
business expansion for asset management companies. At present, 
the size of provident funds and pension funds In India is relatively 
low at about 12 percent of GDP compared to 67 percent in the US, 
55 percent in UK and 39 percent in Australia. As the coverage of 
provident funds and pension funds increases, this percentage in 
bound to increase. ^ 
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Savings for retirement essentially seek long-term growth. For 
long-term growth, investment in equity is desirable. This has been 
amply demonstrated by the investment experience of pension funds 
in development countries like USA, UK, Japan, Canada and 
Germany, where percentage investment by pension funds in shares 
and mutual funds has been in the range of 42 percent (in case of 
Japan) to 71 percent (in case of USA). In USA, Pension funds 
alone held more than 22 percent of corporate equity in 1995. 
Coming to Asian examples, the Government pension funds in 
South Korea, Philippines and Malaysia have also significant 
investment in equities, ranging from 9 percent to II percent. In 
India, a beginning can be made by allowing pension funds to 
invest in equity funds, managed by mutual funds. 
After the initial enthusiasm in the first three after liberlisation, the 
Indian capital market exhibited a marked slowdown since financial 
year 1996. This change can be attributed to various factors 
including over supply of scrips political uncertainty, change in 
international sentiment towards emerging markets following the 
Mexican crisis and relative illiquidity of the GDR market 
overseas. One of the reasons for this is that in the three years 
immediately following the opening up of the Indian economy in 
1991, there were unprecedented enthusiasm by foreign investors to 
invest in India and many Indian companies with weak credentials 
exploited their eagerness with overpriced issues. 
Till date no Indian company has successfully made a public 
offerings of ADRs (American Depository Receipt) in the US 
markets, although a quite a few are in the pipeline. An 
international equity offering through ADRs requires to be 
registered with the SEC (Securities and Exchange Commission. 
USA) in U.S. For SEC registration, issuers are required to 
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reconcile its account to US GAAP, which is time consuming. Once 
registered with SEC, ADRs can be listed in US stock Exchange. 
The exchange provides better liquidity compared to other 
exchanges. 
Post liberalization with the opening up of the Indian economy, the 
maturing of the Indian capital market and improved disclosure 
standards adopted by India companies, one can well except 
continued international investor interest in India. 
For Healthy long-term development of the primary Market and 
to ensure continuing participation by the small investors, 
here's a few point agenda. 
* Listing Norms: 
The compulsion to list on multiple Stock Exchanges under the 
Companies Act should be removed. The "Z" category listing 
introduced by the Stock Exchange, Mumbai is a highly innovative 
alternative to delisting. 
* Remove of Restriction of 25% Public Holding: 
One of the conditions for listing is that at least 25% of equity 
should be sold to public. This condition has lost its relevance 
particularly in case of bigger companies. World over, listing 
requirements normally have certain minimum number of shares to 
be sold to public and minimum market capitalization of shares. On 
similar lines listing agreement may be amended. 
* PSU Divestment: 
At least 10% of PSU shares should be divested in favor of retail 
investors to infuse interest in the capital market. This will not 
only help in widening the capital market but would also help 
proper price discovery for shares of such PSUs. 
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* Public Shareholding in Multinationals: 
In many cases, foreign companies listed in their own countries are 
allowed to hold 100% equity stake in their Indian ventures 
established by them in India. If the concern is to have absolute 
control on management a maximum of 76% of holding could be 
allowed. 
The balance24% may be sold to public so that the retail investors 
could participate in the growth and wealth created by these foreign 
companies. If it is not possible for these companies to make a 
public issue at the time of establishing their undertakings here, a 
maximum period of two years could be allowed to them, to either 
disinvest 24% of their holdings or to raise new capital so that at 
least 24% of the new capital is in the hands of Indian public. 
* IPO Criteria: 
Like the controller of capital Issues (CCIs) regulations in the past, 
the current SEBI criteria for initial public offerings to displays a 
historical approach, which does no take into account the future 
potential, promise or performance. Hence there is a school of 
thought that advocates replacing SEBls highly centralized "yes-
no" decision on IPOs with either exercise of an investor's own 
judgment or by specific record of performance. 
* New Issue Pricing: 
Auctions and book building need to be seriously looked at as 
means of determining pricing of new issues. These would not only 
result in market oriented and realistic prices but would also help 
bring down the cost of raising funds. Under book building the 
issuer's manager receives bids stating interest at a certain price. If 
the bids fail to elicit the minimum expected price, the issue is 
cancelled. 
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* Punish Vanished Companies: 
A staggering 84% out of a total 3911 equity issue floated between 
April 1992 and March 1996 rising over Rs. 25,000 crore from 
retail investors are not quoted, listed or quoted far below the offer 
price. Not just the investor's funds, but their confidence as well 
has vanished. Until promoters of such companies are taken to task 
and made answerable for their misdeeds no amount of pre-
announcements are going to either deter future offenders or assure 
potential investors. '^ 
The Stock Exchange Mumbai has introduced the concept of 'Z ' 
category scrips. All companies not complying with the listing 
norms or not responding to investors grievances have been put in 
the ' Z ' category so the investors are caution against investing in 
such companies. 
*Monitoring Utilisation of Issue Funds: 
In future, special attention should be given to the utilization of 
issue funds. These have been grossly misused in the past, 
including diversion to activities other than those stated in the 
prospectus. 
The company's lead bank or financial institution could probably 
do the monitoring. Every company should be required to submit a 
quarterly status report on fund utilization to the stock exchange 
where they are listed and to SEBI, while annual report should 
carry a detailed disclosure for the investors benefit, duty certified 
by the statutory authority. 
*Market Making: 
It must be mandatory for a company coming out with a public 
issue for the first time to provide market making in its shares at 
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least until such time they are regularly traded and quoted on the 
Stock Exchanges. Companies whose securities are not regularly 
traded should be obligated to appoint market makers to provide 
two-way quotes on a continued basis. 
And for healthy long-term development and growth of 
secondary market here's a few point agenda. 
# Investments by Banks: 
Investment by banks in equity market should be accorded a 
priority status in the same manner as accorded to Agriculture, 
Exports and Small-scale industries. It is a well established fact 
that investments in equities gives higher returns than debt and it 
would, therefore, be in the interest of the banks to invest in 
equities, specially in the present environment of low inflation and 
low interest rates. Banks, Financial institutions, FIIs and mutual 
funds should be allowed to participate in carry -forward system as 
vyaj Badla Financers that provides competitive returns. 
# Investments by LIC: 
The investible fund of Life Insurance Corporation are around Rs. 
130000 crore, of which currently only around 5% (Rs. 7000 crore) 
is invested in equities. Worldwide life insurance companies invest 
between 10% and 50% in equities. ^ 
LIC should earmark at least 15% of its investible funds for the 
equity market. This will also result in higher bonus to 
policyholders and lower premium rates, assuming the returns in 
equity investments are higher than debt. LIC may also be asked to 
make public information about returns on different categories of 
investments. 
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# Investments by GIC: 
GIC and its subsidiaries presently have a corpus of about Rs. 
20,000 crores, of which only about 15% (Rs. 3000 crores)in 
invested in equities. 
Worldwide equity investments by General Insurance Corporations 
are anywhere between 30% and 50%. Therefore there is a need for 
reconsideration to the proportion of investment by GIC. 
# Provident Fund (PF) Deployment: 
At present PFs are not allowed to be invested in equities whereas 
in other countries substantial portion of these funds is invested in 
the equity market. Employees should be given the option of 
investing at least 20% f their PF in the equity market through 
approved Mutual Funds aided by appropriate tax incentives. 
# Investments by Pension Funds: 
At least 5%) of the retirement funds should be routed to the equity 
through Mutual funds. This will ensure sufficient exposure of this 
repository of funds to the capital market and provide them with an 
opportunity to earn above average returns. 
# Promote Government Securities Business: 
At present trading in Government securities is restricted amongst 
banks, institutions and selected intermediaries. The Stock 
Exchanges can provide greater liquidity, reach and depth and give 
investors access to this avenue of relatively lower risk investment. 
Investor Protection: 
The following changes are proposal to be brought about in 
Company law: 
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• Registrar is an externally important intermediary in the 
capital market. The level of their service causes either great 
investor comfort or discomfort; delays in transfer being a 
case in point. Professionalisation of registrars in a welcome 
development but their services need to be streamlined and 
subjected to time bound regulation within suitable penalties 
to discourage deals and defaults. Transfer of shares should 
be made compulsory within 21 days. Penalty should be 
imposed on the company in case of delay of transfer. 
• If a company does not pay divided / interest in time, there 
should be penal interest at the rate of 2% per month payable 
by the company. 
• Separate benches at high Courts, District Courts and Civil 
Courts be established to hear the complaints of the investors 
and any case filled in these courts should be disposed off 
within a maximum period of Six months. 
• If the company does not attend to investor's complaints 
consistently over a period of six months or more, filing a 
winding up petition against the company should be 
permitted. 
MACRO - ECONOMIC MEASURES: 
* Foreign Direct Investment (FDI). 
FDI increases the availability of investible funds and tends to 
reduce their cost. These also stimulate growth and free domestic 
capital for alternative investment. FDI needs to be encouraged 
both in the primary and secondary segments, with clear and easy 
guidelines. 
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* Corporate Governance (Independent Directors). 
At least a third of the directors of any Company above a certain 
size should be non-executive, independent directors, one way of 
ensuring their independence would be for credit rating agencies, 
industry organizations and chambers to make and circulate list of 
prominent personalities - layers, accountants, financers, bankers, 
economics, who have the competence and the integrity to be 
independent directors. If independent directors were to contribute 
conscientiously to the management process, they would have to be 
well compensated. The limit of Rs. 2000. On sitting fees in the 
present companies Act should be removed. Further, every large 
company should have an audit committee, on which independent 
directors should have a majority. Amongst other things, it should 
approve the annual report, ensure compliance with all financial 
disclosure requirements and certify that funds rose from outside 
were used for the designated purpose. 
* Accounting Standards: 
Accounting standards in India should reflect international 
Practices. Accounts should report, amongst other things, 
profitability by business segment, earnings as they would be 
diluted by expected increases in equity, foreign exchange losses, 
monthly volume of production of main products and services and 
economic value added (the difference between the return earned 
and the cost of capital at a market rate of return). 
Stock Exchanges ' Powers: 
The powers of stock exchange are limited and hence they are 
unable to deal effectively with companies, promoters and 
registries. SEBI should frame stronger rules on disclosure and levy 
non-discretionary, deterrent fines for infractions. One is an event 
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that may have significance for the investors; these must be 
revealed immediately to the press and the stock exchanges and 
posted on companies Internet site. The other is financial 
information the most important carrier of which is the annual 
report with audited accounts. SEBI should ensure that it is 
prepared and dispatched to all investors in time. 
Disclosures should be made simultaneously to SEBI, the stock 
exchanges and the press. Stringent time limits should be set, and 
SEBI should visit failures to make the disclosures in time with 
fines that are high enough to act as a deterrent. SEBI and Stock 
Exchanges should be given broader powers to punish companies 
for non-disclosure delayed disclosure or inaccurate disclosure. 
Emerging Trends in the Capital Market : 
The State of the capital markets today has been widely discussed 
and debated and the anxiety with respect to reviving and 
revitalizing the markets is certainly understandable. However we 
should not aim to go back to the markets of the years 1992-93 to 
1993-94, for that was a phase where every issue, irrespective of 
fundamentals, was oversubscribed; that was a market, which fail to 
distinguish between quality and mediocrity. In fact the kind of 
market that we need today and should aim today, and should aim 
at should satisfy the following condition. 
• Issuers are genuine with a proven track record or with a 
backing from a reputed financial Institution / Bank. 
• Issues are priced reasonably. 
• Issuers are reasonable about their projections and future 
profitability. 
Chapter-7: Problems & Prospects of Capital Market 
• Issuers are made accountable for utilization of issue 
proceeds. 
• Investors are fully informed. 
Needless to add, there is no denying the fact that corporate 
governance has assumed a pivoted role and corporate need to be 
accountable for the moneys raised from the public. 
Market Regulations: 
Some of SEBI's regulations and announcements are loosely 
worded. Some rules of the stock exchange are not readily available 
and this lacuna can confuse and misguide people. 
A Sub-broker is however, a controversial; issue in the Indian 
capital markets. The issue is two fold. 
i. The majority of the sub-brokers are not registered with 
SEBI; and 
ii. The function of sub-brokers is not meaningful defined. 
No sub-broker is supposed to buy, sell or deal in securities, unless 
he or she holds a certificate granted by the SEBI. Nevertheless, 
the reality that there were only about 2593 sub-brokers registered 
with SEBI as at the end of June 1997 , while the number of stock 
brokers in India was estimated in the range of 50000 to 200000. ^ 
Listing and Registration : 
Listing refers to the procedure for admission to trading on stock 
Exchange. Registration refers to the submission of certain 
financial and business information. This is in contract to the 
position in India where registration is required with SEBI and no 
financial and business information is required to be submitted to 
SEBI. 
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Review of Operations of Stock Exchange: 
(Pherwani Study Group Report 1991). 
The major areas of concern identified are lack of liquidity, 
infrastructure facilities, inefficient trading system, an outdated 
settlement system, and lack of a single market. Lack of liquidity 
arises according to report because markets do not have depth and 
breadth and no market has been developed for debentures. Trading 
system has lack of transparency of transactions affecting adversely 
investor's confidence. 
India's Millennium move. 
Few years back, without computerisation, the ring system was 
hardly transparent enough for the institutional investors to take to 
it. Settlement periods were longer. There was no depository. 
Institutions had to compulsory deal in physical paper, which meant 
delay in transfer and massive problems of bad delivery of shares. 
This system penalized the buyers for no fault of his own. Often, 
after the payment for purchase of shares, the buyer had to wait for 
months for delivery with a clear title. Naturally this problem alone 
prevented the FIIs from foraying into the Indian Stock markets. 
Today the cash markets are much better than they were in the 
1996. However one area where system development has not taken 
place is in the banking sector. The banking sector has been slow in 
technological compliance which could true to be a stumbling block 
in the introduction of further derivative products. 
Currency, electronic transfer of funds is not possible in India, 
which cramps liquidity and thus volumes. To synergies with the 
rest of the world, it is imperative to start transferring funds 
electronically. Starting derivatives would only highlight the need 
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for transfer of funds. Slowly but steadily, India is definitely 
moving ahead to get aligned with the world market. 
Problem and Survival Strategies for the Stock Exchanges ' 
• The top5 exchanges in India account for 95% of the total 
Stock market turnover in India. 
• The OTC Exchange oflndia, Indias first one with a national 
spread does barely Rs. 1 crore of trades a day. 
• Of the countries 24 Stock Exchanges, half do not trade 
almost 90% of their listed scrips. 
• The Country has over 9000-registered brokersand 4000 Sub-
brokers, over a third of them are inactive. 
• Two Stock exchanges - Rajkot and Patna, have not done a 
Single trade in 1998-99. Patna was superseded by SEBI in 
1997. 
India's regional stock markets are up against an existential 
dilemma to die not to die. The ones that are dying are refusing to 
acknowledge the reality. The ones that at least seems alive, are 
harboring the illusion that THEY NEED NOT DIE YET. The ones 
that are thriving are behaving like they have a permanent franchise 
behind protective Sebi barriers that say no Stock Exchange can 
expand in areas served by another without a specific by your leave 
from the latter. But the week exchanges refuse to give up. It does 
not take a genius to foretell that a majority must wind up and ask 
brokers to merge and take up memberships with the larger bourses. 
But thanks to Sebi's protective arm, many are happy to keep their 
identities even if their terminals have developed cobwebs around 
them. 
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Need for further reforms for improving Liquidity in Debt 
Markets: 
• Currently each state imposes a stamp duty on transfer of 
debentures. The rates of stamp duty differ from State-to-
State and rates are as high as 5% in some states. This hinders 
active trading and market making debentures. Stamp duties 
on transfer of debentures should be removed and these 
instruments should be dematerialized. 
• There is a need for the introduction of market makers. To do 
this, market intermediaries should also be allowed to access 
credit at cheaper rates. In India access to credit by 
intermediaries is limited and costs are high. There are also 
limits on the volume of business an intermediary can do with 
a bank/mutual fund. These artificial limits should be 
removed, as this would increase competition and service 
standards in the industry. 
• Existing Participants like Nationalized banks should be 
encouraged to actively trade in securities. 
• Blanket permission needs to be given to Public Trusts to 
invest in highly rated paper. Presently they need to take 
approvals on a case basis. 
• Stamp duty on instruments should be rationalized. 
A Growing number of MNC's are moving out of the Indian 
Stock Markets. 
Here's what the trend means for capital markets and investors. 
It 's a Quit India movement of a different sort. On March 13, 
2002 Reckitt Benckiser Pic - Makers of Dettol and many other 
consumer products - decided to bid goodbye to the Indian Stock 
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Markets. Which means it 's delisting from Stock Exchanges. 
Then it was Cadbury Schweppes Pic mopping up shares owned 
by Indian investors. In the past three years, 31 companies have 
announced plans to move out of the Indian stock market and do 
business as wholly owned subsidiaries of their parent. With 
each passing years, the number of foreign companies seeking 
delisting is rising and according to Prithvi Heldea, managing 
director of Prime database, another 90 Foreign companies are 
planning to delist. 
Many of these companies never wanted to get listed in the first 
price. In the 1970's the government forced foreign companies 
to dilute their shareholdings and get public if they wanted to 
continue business in the country. Consequently a large number 
of foreign companies were listed on the Indian Stock Exchanges 
not because they needed Indian capital, but because they were 
forced into doing so. The aim is to integrate the Indian arm into 
the parent so that technology and brands can flow freely. And 
since the companies are not listed the promoters neither have to 
comply with stock market disclosure norms nor are accountable 
to shareholders for the investment they make. ° 
Revitalizing BSE: A Tough task 
Even the BSE may die a slow death since his predecessor D.R. 
Mehta failed for reasons best known to him, to put a structure 
in place after the BSE - elected directors were divested of their 
roles as directors. The BSE is literally languishing way behind 
the National Stock Exchange because of this, apart from the 
scams that ravaged and eroded its credibility in the eyes of the 
retail investor. The gap between the BSE and NSE, which was 
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only 9 percent when the directors were unseated, is today 23 
percent in terms of market share. 
As for the derivatives segment, though the BSE was the first to 
start derivatives trading it recorded a measly Rs. 10 Crore 
trading daily against Rs. 300 Crore of the NSE. This is only 
because there is no leadership nor persons of vision at the helm 
of affairs at the BSE. Many of the appointments made by the 
earlier ruling dispensation were allegedly done on the grounds 
other than merit. So the exchange just muddles along with the 
public directors ruling the root and some people calling the 
shots from behind the scenes. The BSE and NSE are the only 
really viable exchanges as there are hardely any volumes on 
other exchanges. 
The Finance Minister, in his Budget 2002-03 said, 
"Demutualization and corporisation of the exchanges are 
expected to be completed during the course of the year to 
implement the decision to separate ownership, management and 
operation of the Stock Exchanges". The crux of the issue is to 
reduce the influence of the brokers by keeping them away from 
the exchange so that they don't interfere with the day-to-day 
working of the exchange and misuse their position to get 
sensitive information from the surveillance department. 
For this, the finance minister and SEBI in the interim can first 
see that there should be no elections for the directorship on the 
board. SEBI can prepare a panel, which will nominate the 
members. This will eliminate politics from the elections and 
brokers will not interfere with the management. The plush 
offices on the BSE's 26"' floor occupied earlier by the president 
and Vice-President should be dismantled as there is no need for 
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brokers to be sitting in the administrative area more important 
is for SEBI to put a strong man, who will not be dictated to, at 
the head of the exchange. 
Demutulisation is going to be a contentions issue. 20 of the 23 
exchanges are companies where the brokers are shareholders. 
When exchanges are to be demutualised they will have to be 
compensated. Then will come valuations and complications. 
Presently the majority of brokers are worried about their asset 
value Brokers occupy eight floors in the BSE Towers. 
A free market is essential for a truly global economy: 
After September 11 attacks when everyone went to town 
suggesting that the world economy was sure to go to pieces, the 
Stock markets were the only economic indicator that predicated 
a turnaround. And less than three months after that signal, 
economics confirmed that a turnaround was indeed on its way. 
And thankfully policy makers like the US Fed were paying heed 
to signals from the market to draw up pragmatic economic 
policies. 
A similar pragmatism is required in India too. The decision 
makers should unshackle the markets from unproductive 
controls. This does not mean that we should not have 
surveillance. It only means that punitive action against culprits 
should be taken quickly so that the entire country does not 
suffer. The ill effects of the irresponsible behavior by various 
arms of government can be seen with the result that Indian 
markets are now among the worst performing markets in Asia, 
even worse than Pakistan. '^ FIIs, which once used to pour 
money into India, have almost completely avoided Indian 
shores this year. And if the government does not address issues 
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bothering international and domestic investors quickly India 
could miss the bus once again. 
The issues are simple. All investigations must be concluded 
quickly. Those found guilty should be punished. Protracted 
investigations and various kinds of raids should not be used as 
tools for settling scores. A free market is an essential 
prerequisite for a truly global economy. 
Recovery Road Map (as designed by SEBI) 
Sebi's plan to restore investor confidence: The first step is 
investor education. Investors should be clearly told about the 
methods of investing in the markets; the risk, returns and trade-
offs associated with investing in stocks. They need to 
understand the functioning of the stock markets, depositories 
and grievance redressal mechanisms. Sebi is in talk with the 
authorities to introduce the basics of investments in higher 
secondary curriculum and graduation courses as well. The 
second step is information dissemination. Sebi has already 
taken measure to ensure that corporates disseminate real time 
information and to disclose information in easily understanding 
language. The third step is corporate governance. Every listed 
corporation in India stock exchanges and all market 
intermediaries will be asked to follow corporate governance 
norms. Every conceivable form of corporate information, which 
has a bearing on the Stock Prices, Should be shared with 
investors. And this has to be done on a real-time basis. '^  
Stock market have registered enormous growth, maturity and 
sophistication various scams, irregularities too have kept pace 
with it. The secondary market policy as far as stock exchanges 
are concerned should have the objective of the promotion of a 
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stable market reflecting the growth of economy and the 
fundamentals of the company, whose shares are traded on the 
exchanges. Indian stock markets do not seem to reflect them. 
Once the flows into the market are properly regulated and 
accounted, the stock markets would reflect fundamentals. 
Supervision by SEBI would be effective if monitoring systems 
are in place in respect of each subject or activity being 
supervised, such as stock brokers and sub-brokers operations, 
regulation of trade by stock exchanges, acquisition and take 
over activity and insider trading. Foolproof systems should be 
set up to capture all transactions of brokers into a central 
database maintained by the exchange. If the regulatory body 
and the stock exchange remain cautious various irregularities 
scams etc. can be averted. 
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The presence of an active secondary market promotes the growth 
of the primary market and capital formation because investors in 
the primary assured that a continuous market exist and should 
occasion arise they can liquidate their investment in the stock 
exchange. Stock exchange provides liquidity through marketability 
of instruments. A buoyant stock market induces the investing 
public to invest larger amount of funds. New issue activity in the 
primary market adds depth to the secondary market by enlarging 
the supply of instruments for trading and investment in the 
secondary market. Stock markets augment economic growth by 
creating liquidity. Liquid equity markets render investment less 
risky and more attractive by allowing savers to acquire an asset 
and sell it quickly and cheaply if they need access to their savings 
or alter their portfolios. The measures of market liquidity which 
boost economic growth are: 
• Total value of shares traded on a country's stock exchanges 
as a proportion of GDP; 
• The value of traded shares as a percentage of total market 
capitalisation. 
The working and supervision of the capital market and stock 
exchanges are guided by prominent personalities of different 
areas. In spite of this super-specialization and guidelines provided 
by these experts many lacunas and irregularities are noticed in the 
working of stock markets. And scam masters like Harshed Mehta 
and Ketan Parekh exploit these lacunas or irregularities. Formation 
of SEBI and enactment of various laws are the initiatives taken by 
the Government in order to control the irregularities and 
streamline the working and functioning of the stock exchanges and 
C h a p t e r - 8 : Concluding Remarks &. Suggestions 
capital market. In the previous chapters the problems of the capital 
market and BSE are mentioned. Therefore in this chapter keeping 
in mind the various problems loopholes, identified in the study a 
very positive and constructive meaningful suggestions are 
presented. Their practical relevance will help to achieve the 
following objectives: 
• To built the confidence of the people to invest in stock 
market business. 
• To augment the resource mobilizing capacity of the stock 
exchanges. 
• To make the working of stock exchange more transparent. 
• To make India a preferred destination for foreign investing 
community. 
• Proper and constructive utilization of funds will be possible. 
• Infrastructure development overall economic development of 
the country and fair return to the investors etc will definitely 
lead to overall prosperity and development of the country as 
a whole. 
Therefore in order to fasten the Resource mobilizing capacity of 
BSE and overall development of secondary market and economic 
development, of the country as a whole, the following suggestions 
are offered in these regards. 
*> Creating environment of investment culture: Creating an 
investment culture among small, untapped investors. For this 
procedures are to be further simplified. Intermediaries are 
supposed to be investor friendly. And as mentioned earlier at 
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higher secondary and graduation level the basics of capital 
and stock market fundamentals are to be introduced. 
•> Curtail FIIs Dominance: Indian Financial Institutions like 
UTI, L i e , MF, etc should be motivated to participate at a 
much larger extent to offset the dominance of Flls in the 
Indian Capital Market. 
• Alignment with International standards: Indian Stock 
Market trading standards practices should be aligned with 
international standards. It will eliminate the inconvenience 
to foreign investing community and thereby enhance the 
inflow of foreign investment. 
• Enhance role of pension and provident funds: The size of 
the pension fund and provident fund is relatively low at 
about 12 percent of GDP. It should be increased to at least 
30 percent through proper management. 
• IPOs issue criteria: Future potential promise and 
performance display should be the criteria for IPOs, apart 
from historical performance. 
• Reasons for non-performance: Stern action should be taken 
against the promoter of those companies whose shares offer 
price. Such promoters should be made answerable for their 
misdeeds. 
• Supervision of Issue fund: Through surveillance department 
the utilization of Issue funds should be channelised as per 
the companies' prospectus. 
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Motivating Indian Financial Institutions to participate 
actively: The role of banks financial institutions and mutual 
funds for investment in equity market to further enhance 
their ratio especially banks at presents are not so actively 
involved. 
Augment investment by LIC and GIC in stock market: 
Likewise the proportion of investment in equities by LIC and 
GIC in India as compared to rest of the world it needs to be 
doubled. 
Remove un-necessary protection: SEBI should remove its 
protective arm against those stock exchanges, which are at 
the verge of existence. Instead provide helping hand to BSE 
& NSE to expand their base. 
Creating suitable environment for Debt instrument: Debt 
market segment has been altogether neglected. Demat, 
market makers, intermediaries etc are all absent in case of 
Debt segment. Each state imposes stamp duty on transfer of 
debentures. All this hindrance should be removed for active 
trading and market making of Debt securities. 
Restrict Brokers involvement in Management and 
working of BSE: To reduce the influence of the brokers at 
BSE, Demutulisation and corporisation of the BSE is a 
positive step. This will eliminate many discrepancies and 
make the working more transparent and investor friendly. 
Time bound investigations: All investigations pertaining to 
Stock Market Broker Company or intermediary etc should be 
time bound and those found guilty should not be spared. 
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Single window clearance: Establishing a single point 
interface between foreign investors their by achieving single 
window clearance. 
Delegating wide range of powers to SEBI: The Joint 
Parliamentary Committee (JPC) probing the stock market 
scam has proposed wide ranging powers to market regulator 
SEBI, including monitoring the end use of funds raised from 
public. 
Proper evaluation of company before Public Issue: SEBI 
should establish stringent guideline for evaluating the 
prospectus of companies entering the capital market and in 
case of dubious or fraudulent promoters stop the public 
issue. 
Genuine and Authentic disclosures by companies: To 
ensure that the investors are well informed, it is not only 
very important to have full disclosures but also ensure that 
these are authentic. 
Follow up of End use of issue fund: Pricing and tracking 
(IPOs) the end use of the funds have been totally neglected. 
Totally free market pricing in a market, which is imperfect 
and has a long history of frauds and manipulation is not a 
workable solution. SEBI should use either industry 
benchmarks or evolve other suitable criteria for this purpose. 
Redressal of investor complaint: SEBI should examine the 
reasons for sluggishness in resolving investor complaints. 
SEBI must ensure that all investor complaints are resolved 
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• 
• 
within 30 days. Failure in this regard requires to be punished 
with heavy financial penalties. 
Increasing returns on Equity shares: Equities markets 
yielded returns of around 10 percent per annum over the 
eleven-year period 1991-2002. This is much lower than the 
13 percent commercial deposit rate for deposits in a bank. 
Therefore efforts should be made to increase the returns on 
equities. 
State government powers: State governments are not 
getting enough power fully to approve projects. This is 
causing time delays and making the projects unattractive. 
Therefore state should be given enough powers to approve 
projects independently. 
Making the Projects viable and attractive: Investment 
that is flowing in is small numbers and the chunk of the cake 
is moving out of India. This is due to the fact that policy 
implementation is still a lengthy process, administration is 
not decentralized, there are bureaucratic delays and absence 
of transparent guidelines all of which leads to time and cost 
over runs which make the project unviable & unattractive. 
Therefore Government either state or central has to change 
its role from that of a regulator to that of a facilitator. 
Up gradation of infrastructure: More emphasis should be 
put on further reforms in the secondary market for up 
gradations of post trade infrastructure. Like greater 
transparency in trading system, reduced settlement cycles, 
extension of screen based trading etc. 
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Retaining investor's confidence: I t 's evident that equity 
offerings are no longer a favorite with Indian investors. Over 
the years there has been a paradigm shift towards fixed 
income securities and now after the recent decision to make 
incomes from mutual funds tax free, most mutual funds 
schemes are drawing overwhelming response. 
Role of Indian financial institution in repatriation of 
funds: Secondary markets have come to be dominated by the 
FIIs. What is required is to make the Indian financial 
institute participate to a much larger extent. 
Common Impression of an Indian broker: Safe keeping of 
share certificates with brokers would lessen the need for 
their physical hauling around. But this system is not popular 
in India because in general Indian investors did not trust 
their brokers to safe keep their shares for them. Therefore 
efforts should be made to build healthy relation between 
investor and broker. 
Shortage of good scrips: There are several factors, which 
contribute to excessive volatility in the stock market. Over 
trading by stockbrokers on their account, insiders trading 
large-scale manipulation shortage of adequate floating stock 
of good scrips are some of them. With good regulation of 
place listed option trading can definitely reduce the 
volatility. 
Lack of market ing strategies in stock exchanges 
par t icular ly BSE: One thing where the stock exchanges are 
lacking far behind is that creating awareness among the 
general masses about their presence and services offered by 
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them. It 's an era of advance technology and strife 
competition. No doubt BSE to some extent had aligned itself 
with the latest technology. In spite of this its far behind 
compared to other institutions like banks, mutual funds, 
insurance etc in mobilizing resources. BSE is lacking far 
behind in attracting investors towards it. The reason being 
absence of outlets, franchise, dealers etc. apart from this 
there is no proper feedback through advertisements etc 
therefore to mobilize resources BSE will have to adopt 
investor friendly policies like its competitive rivals i.e. 
mutual funds, banks financial institutions etc. 
Need For Further Research: 
It has been observed that still lot of area are there which are left 
untouched in the secondary as well as primary stock market. The 
areas where further research and concrete work can be done are as 
foUows:-
1. Role of FIIs in promoting economic development of India. 
2. Effect of FIIs on Indian Capital Market. 
3. Role of SEBI in stream lining Indian Stock Market. 
4. Reasons or causes why the investors are moving away from 
stock exchanges. 
5. Why more and more MNCs are getting delisted from Indian 
Stock Exchanges. 
6. Investor awareness and education programme. 
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7. Role of brokers in developing Indian stock market, building 
health investor relation and scams; mismanagement and 
frauds. 
8. Finding various responsible factors setting criteria for 
pricing initial public offerings (IPOs). 
9. How to monitor end use of public issue funds 
These areas/topics are such where student's, researchers, 
institutions, etc can undertake further research activities. 
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Appendix I 
An overview Of Indian Financial systenn 
Minisln of 
•Regional Ruial Banks 
•Co-opeiative Bank;> 
•Public Sectoi Banks 
•Private Sectoi Banks 
•Foreign Banks 
Leasing Cos 
•Hue- Puichasing Cos 
etc 
Term Finance 
•Industrial 
Development Bank 
of India 
•Industnal finance 
Corp of India 
•Industnal Credit & 
Investment Coip of 
India etc 
Sectoi a! 
•Touiism Finance Coip 
ot India 
Expoit & Import Bank 
of India 
•Powei I-manceCoip 
•National Bank for 
Agncultuie & Ruial 
development etc 
Investment 
Corporations 
Life Insurance 
Corp 
•General 
Insurance Coip 
Unit Tmst of 
India 
State Level 
•State Finance 
Corporations 
• State Industrial 
Development 
Corporations 
Compiled from The Emerging Asian Bond Market: India, The World Bank, 1995, and other 
Sources 
